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ROYAL 


COM ines A nibilit with i ane 
implicitly of chiol 


Special purpose Royals arz practically a necessity in 
all offices where there is accounting and billing 


work to be done. 


These typewriters incorporate all of the advanced fea- 
tures of the New and Greater Easy-Writing Royal in- 
cluding Improved Shift Freedom, Touch Control and 
Automatic Paper Lock. @ Because of their flexibility 
and ease of operation, Royals assure perfect typing in 
far greater volume. At the same time fatigue is reduced 


Key Sf TABULATORS 


These models are invaluable for all typing which requires fre- 
quent changes of column position. They are equipped with either 
5,6 or 10 decimal tabulation keys, located above the figure keys, 
readily accessible and providing greatest finger clearance. Roya! 
Decimal Tabulators are also obtainable without key set. 
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to a very minimum. The result is more careful work— 
freedom from transposition errors, so difficult to detect, 
so serious in all financial work. @ Wide carriage models 
are available up to 32 inches, taking a sheet 33 inches 
wide and writing a 31 inch line. @ Decimal tabulation 
typewriters, with all of the exclusive Royal improve- 
ments are equipped with and without a key set feature 
which permits positioning of stops from the front of the 
machine. See your nearest Royal representative or write 
for descriptive literature. No obligation. Royal Type- 
writer Company, Inc., 2 Park Avenue, New York City. 
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Especially notable is the fact that these models are equipped 
with Improved Shift Freedom. Because the type-bars alone change 
position in typing capitals, the rigid carriage structure is pos- 
sible, thus insuring perfect alignment throughout the widest 
writing line. Wide carriage Royals, also, embody the same fea- 
tures of operation as the standard models. The result is a special 
purpose typewriter easy to use, fast and convenient. 
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Some One Must Control . . 


Control in business is all-important. Some one in every enterprise must possess an all-around knowl- 
edge of the factors controlling the affairs of the organization, and the ability to use that knowledge in 
a direct, forceful manner. 

In the practice of accountancy one ga‘ns an intimate insight into every angle of business, such as no 
other worker probably has. Therefore, it is only natural that the accountancy trained man is the one 
called upon to take control when te occasion arises, 

If there ever was a time when it behooved the young man, or young woman, to choose a profession 
offering maximum possibilities, it is right now. The old order has gone—the new order is on the 
threshold azd business leaders are needed. 

Changing business conditions, augmented by federal and state legislation, have created a greater de- 
mand for competent, thoroughly trained accountants than ever before existed. Accounting is the 
“backbone” of business. On it depends profits and progress. Present day leaders rely upon the 
knowledge of their accounting departments to d-rect them along secure business channels. 

By preparing yourself to step into an accountancy position in the near future, you will be building for permanence 
and power in the years to come. This is not an id.e statement. It is proved by the facts—pertinent, irrefutable facts. 
Today, in every commercial field you will find accountancy trained men the most highly regarded and best paid mem- 
bers of their respective organizations. 


Let Facts Guide You 


Once you have determined to enter the accsuntancy field, make up your mind to one thing, that is, to become a thor- 
oughly competent accountant. Set a standard second to none for yourself, and stick to it. To accomplish this you 
have thorough training. To determine where you can get such training, go to the records. This is what you will find: 
More than ten per cent. of all the Certified Public Accountant s in the United States received thei r training at the Wal- 
ton School. To earn the coveted C. P. A. d gree every one of them had to pass a rigid examination. In Illinois C. P. 7 
examinations, noted for high requirement standard, twenty-three Walton trained students have been awarded hig] 
honor medals. For nine successive years Walton trained men were leaders in American Institute examinations. 

What better evidence of the superiority of Walton training 
could you ask? No other educational institution can present so 
enviable an achievement record. 

“But,’”’ you may ask, “can I prepare myself to become a comp:- 
tent accountant ‘through home study?” You can. hee a a 
though it may seem more than 80 per cent. of the successful Wa 
ton candidates in C. P. A. examinations received their el 
through home study. They had no greater advantages than you 
possess. Theirs was the will to win—to make spare time count 
for the future. You can do it, just as they did. Build to assume 
control by securing your training now. 


A Book You Will Appreciate 


We want you to send for a copy of our book, “The Walton 
Way to a Better Day.” It tells, in an interesting, helpful way, 
how thousands of ambitious men and women have beco-ne business 
leaders through Walton training. You will enjoy it immensely— 
and find real inspiration in reading it. Just send in the coupon 
and a copy of the book will be delivered to you without cost or 
obligation of any kind. 


WALTON SCH@L 
COMMERCE 


Member National Home Study Council 


Cuar_es H. Lancer, Pu.B., C.P.A. 
President and Educational Director 


O CONSTRUCTIVE ACCOUNTING 
O ADVANCED ACCOUNTING AND AUDITING 
0 COST ACCOUNTING 
1 BUSINESS LAW 
] FEDERAL INCOME TAX ACCOUNTING 
] MATHEMATICS OF ACCOUNTING and FINANCE 
0 C.P.A. COACHING 
(1) New Course MERGERS and CONSOLIDATIONS 
2 Home Study Instruction 
I am interested in hin ] Resident Day Classes 
lo C2 Resident Evening Classes 


WALTON SCHOOL OF COMMERCE, 
601-611 McCormick Bldg., Chicago. 


Way to a Better Day.” 


601-611 McCormick Building 
CHICAGO 




















Please send me, without obligation, a complete outline of Courses 
checked above, also a copy of your inspirational book, ‘‘The Walton 
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This Coupon Will Bring Details 


A complete outline of Walton Courses, together with a copy of our 
helpful book, “The Walton Way to a Better Day,” will be sent 
you upon receipt of this coupon filled in. Requesting this infor- 
mation incurs no obligation. It may prove very valuable to you. 
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Our PLAN AND 
CONTRACT FOR PRINTED FORM 
REQUIREMENTS OFFERS DISTINCT 
ADVANTAGES WITH GUARANTEED 
SAVINGS 





COURIER-CITIZEN COMPANY, INC., LOWELL, MASS. 


For many years we have been the source of supply under contract 
for the printed stationery form requirements of more than twenty of 
the country’s leading organizations. We have prepared a simple folder 
that explains our methods in brief detail, a copy of which we will gladly 
send to any interested executive upon request. Simply address the Com- 
pany at Lowell, Massachusetts, or at our New York office in the Chanin 
Building at 122 East 42nd Street. 


COURIER-CITIZEN COMPANY, INC. 


NEW YORK LOWELL BOSTON 


MAIN OFFICE AND PLANT AT 165 JACKSON STREET, LOWELL, MASSACHUSETTS 
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L.ditortal Comment 


HAT the enactment of the federal income 

tax law in 1913 meant to accountants and 
to business concerns in the way of additional work 
in record keeping, studying of regulations, and re- 
port making, is repeated on a larger scale by the 
Securities Exchange Act of 1934. Fewer companies 
are involved—as many are not listed on exchanges 
and many others have no need of issuing new se- 
curities—but those corporations which are affected, 
which do come within the provisions of the act, are 
gradually learning that this new legislation places 
a great additional burden on them. Full realization 
of just what is called for under the law did not come 
to many corporate officials until Form 10, and its 
accompanying rules, were made public late in De- 
cember. 

Space does not permit a review here of the new 
burdens placed by the law and its regulations on 
controllers. This number of THE CONTROLLER, 
however, devotes considerable space to a discussion 
of many of the problems which the law presents to 
corporations. The carefully considered address by 
Honorable Robert E. Healy, a member of the Se- 
curities and Exchange Commission, which appears 
in this issue, is designed to answer many of the 
questions which arise as to just what is required of 


corporations in order to comply with the law. A 
general invitation was extended to controllers 
throughout the country by THE CONTROLLERS IN- 
STITUTE OF AMERICA, to submit questions which 
were puzzling controllers and accountants, ques- 
tions concerning points of procedure which did not 
seem to be covered by the regulations so far issued. 
Response to this invitation was immediate, and THE 
INSTITUTE forwarded to Commissioner Healy a 
batch of questions, carefully coordinated by a spe- 
cial committee. Commissioner Healy was generous 
in his replies to the questions, incorporating in his 
paper material which covered for the most part 
the problems presented by the controllers. 

THE INSTITUTE in this instance acted as unofficial 
intermediary between business concerns and the Se- 
curities and Exchange Commission, and thus per- 
formed one of the functions for which it was or- 
ganized. 

The controllers who came forward with questions 
with respect to puzzling points involved in the ap- 
plication of the Act, performed a service for all 
controllers, as they made possible prompt clarifica- 
tion of these problems. The thanks of controllers 
generally are due them. 
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Commissioner Healy Gives Latest 
Picture of SEC Requirements 


Answers Frankly Series of Thirty-Four Questions Propounded by Con- 
trollers as to Details of Administration of Law—Tells of Additional Reg- 
ulations, To Be Issued Some of Which Will Liberalize Administration. 


ERHAPS the most succinct and 

pointed discussion of problems 
that have presented themselves to con- 
trollers and other corporation execu- 
tives under the provisions of the Se- 
curities Exchange Act of 1934 which 
has yet been made available to the 
business public, was given by Hon- 
ORABLE RoBERT E. HEALY, member 
of the Securities and Exchange Com- 
mission, to an audience of more than 
three hundred controllers and guests at 
a dinner meeting arranged by THE 
New YorK CONTROL of THE CON- 
TROLLERS INSTITUTE OF AMERICA af 
the Hotel Roosevelt, on January 31, 
1935. 

The verbatim report of COMMIs- 
SIONER HEALY’S address is presented 
here with the thought that it will be 
of exceptional value to corporation 
executives. 

THE CONTROLLERS INSTITUTE OF 
AMERICA 7s cooperating closely with 
the Securities and Exchange Commis- 
sion and will take up with that body 
many of the problems which Commis- 
sioner Healy, in his address, pre- 
sented as incompleted tasks. 

—THE EpITor. 


I want to tell you first of all how 
much I value this occasion. I think it 
is splendid that you and the Commis- 
sion, and those representing you and 
those representing the Commission, 
can get together on occasions like 
this and discuss these problems and 
the aspects of the law that apply to 
your business and our relation to it. 
I wish to assure you that it is our de- 
sire to cooperate with you to help 
you solve yours. 

We do not want to be looked 
upon as the foes of honest business 


or of those exchanges conducted ac- 
cording to ethical standards, or of 
those who sell decent securities by 
decent methods. 

I am sorry that I have not had the 
time to prepare a set speech, and that 
I have got to speak from notes, just 
as I used to some years ago in Ver- 
mont before I ever dreamed that 
I would be called into public serv- 
ice, I have asked a good many ques- 
tions during my life, and during the 
last six or seven years when the utili- 
ties investigation was under way be- 
fore the Federal Trade Commission 
I thought that probably I would suc- 
ceed in establishing the world’s long 
distance record for asking questions. 
As I look about tonight I see a few 
men here in the room of whom I have 
asked questions in the past, and it is 
only turn about and fair play that 
questions should be put to me. I am 
going to do the best I can to answer 
them. 

Since this Commission got under 
way last July we have had a very 
dificult and strenuous time. Much 
of the field was new. The Acts were 
new. The Trade Commission had 
had a year’s experience with the 
Securities Act, but most of the new 
Commissioners had not. We have pro- 
ceeded very carefully and very cau- 
tiously. If it were not for some un- 
fortunate implications that might be 
drawn from such a metaphor I would 
say we have tested every plank before 
we stepped on it. We do not know 
the answers to all these questions, or 
to many of them; that is, we are not 
perfectly satisfied with forms that we 
have put out. We hope that we can 
improve them. We hope that you will 
help us to improve them. We are 


open to suggestions, and also we are 
ready to talk with you if you want 
to come down to put any of your spe- 
cific problems before any of the Com- 
mission or any of the members of the 
staff. 

One of the questions put to me 
for answer tonight is, ‘‘How can any- 
one who has a problem that he is 
puzzled about, get help from the 
Commission, get explanations as to 
what these forms mean?” 

There is no great formality about 
it. You may write to the Commis- 
sion. You may write to any Commis- 
sioner. You may write to the Chief of 
the Registration Division, and I am 
sure that you will get the help that 
you think you need. 


Task As Commission Saw It 

Coming to this Form 10, which 
was recently put out, let me tell you 
what we thought our great task was: 
Our task, of course, was to enforce the 
Act. But our task was also to get the 
information that seemed pertinent and 
necessary for the prospective in- 
vestor, but at the same time not to 
ask unnecessary questions nor to ask 
questions that had no just relation 
to the purposes of the statute. We 


were anxious to succeed in accom- , 


plishing that purpose. If we have not 
succeeded in accomplishing both of 
those purposes—and both of them 
must be accomplished—we can keep 
on trying. 

In going about that work we made 
use of what talent we had in the 
Commission among the Commission- 
ers and among the employees. We 
called in a representative of one of 
the large statistical services. He 
called in an expert from one of the 
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large investment banking houses. We 
called in a professor from one of 
the large business schools. We had 
the assistance—and I take this op- 
portunity to give utterance to our 
gratitude for it—of committees from 
the accountants. We talked with 
groups of lawyers, and we talked 
with many of the officials of some of 
the larger industries. We weighed 
everything that was said to us. He 
weighed all of the proposals that came 
to us from various sources, and the 
result was Form 10, which is to be the 
principal subject of the talk tonight. 

We think it is a pretty good form. 
We think that it has certain liberal 
features which will commend them- 
selves not only to the corporations 
and the registrants, but also to the 
investors. We think it faces the reali- 
ties of the situation. That is, when 
we say in the form, as we do, “The 
statements and schedules are to be 
made in such form, in such order 
and using such generally accepted 
terminology as will best indicate 
their significance and character in 
the light of the instructions,” we 
hope that we have accomplished two 
things: We hope that we have made 
it flexible enough for the account- 
ants and the registrants to handle, 
and we hope at the same time that 
we will get clear statements that per- 
sons of average intelligence can un- 
derstand. 

We think that we have conformed 
to the realities by our provisions on the 
subject of consolidation, by leaving 
it very largely to you to say what 
shall be consolidated and what shall 
not be, in your statements. 


Due Weight Given Internal Audits 


We think we have done pretty 
well in the form in saying that when 
the answers to questions are not 
known or are not available without 
unreasonable effort and expense, it 
may be so stated. We think we have 
done a fair thing by you and a fair 
thing by the investor in thus pro- 
viding; also we think that by pro- 
viding that due weight may be given 
to an internal system of auditing 
regularly maintained by means of 
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auditors employed on the registrant's 
own staff, we have again been prac- 
tical and have not done anything that 
will lead to injury to the investor. 

At this point I would like to tell 
you one or two of the many things 
that we have under consideration 
now, and about some of the problems 
we are wrestling with. We are con- 
sidering, in connection with the 
regulations on the use of Form 10 
that we are shortly to put out, certain 
provisions that you men have not seen 
as yet. We tried to get out Form 10 
before the first of the year so that the 
auditors and accountants before clos- 
ing the books would know what to 
expect, but certain regulations in con- 
nection with the use of the form are 
still to be promulgated. I think I am 
safe in saying that they will all be in 
keeping with the form itself and the 
instructions that have already been 
sent out. 


Proposed Additional Regulations 

For example, we are giving serious 
thought to a provision in the regis- 
tration statement that the registrant 
may reserve any constitutional rights 
that he wishes to claim in connec- 
tion with the registration. We are 
also carefully considering a sugges- 
tion that a rule be promulgated to 
this effect: after the registrant has 
filed his registration statement, if 
the Commission makes important 
changes in the rules, the registrant 
will be at liberty to withdraw his 
registration under some safeguards 
that I do not think will interfere 
with the essential right involved. 

We are also giving thought to a 
provision that one who cannot com- 
plete one of these statements by the 
first of next July, when the perma- 
nent registration is to begin, may 
file the. form with all the informa- 
tion in it that they can get together, 
and include in it a promise that 
within a certain period they will sub- 
mit or supply the rest of it. We think 
these provisions may help to make the 
forms workable. 

One serious difficulty arose in con- 
nection with corporations whose 
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fiscal year closed before December 
31, 1934. We are giving serious con- 
sideration to a suggestion that will 
meet that condition in this way: 
It occurred to us that if corporations 
closed their books, say, the first of 
November, and then this form came 
along, if those corporations were 
required to fill out this form for the 
fiscal year ending November 1, 1934, 
some of them in view of the require- 
ments of the form might think a re- 
audit of the accounts was necessary. 
To meet that condition we are con- 
sidering a provision which would per- 
mit a corporation whose fiscal year 
expired November 1, 1934, not to 
complete all of the financial informa- 
tion that these forms call for until 
after the first of next November, that 
is November, 1935. 

We have also given serious ‘con- 
sideration to difficulties corporations 
may encounter whose fiscal years ex- 
pire within ninety days prior to July 1, 
1935, feeling that some of them 
within that period could not get all 
of the financial data together. The 
proposal is to try to arrange matters 
in some way so that they can have 
the additional time that they need. 

I will now go on to undertake to 
answer some of these questions that 
have been put to me. I do not know 
how well I shall succeed because 
some of them are rather difficult. I 
would like to treat some of them as 
the Dean of a Law School used to 
many years ago. When a particu- 
larly perplexing law problem was put 
to him by some fresh student, he 
would say, “That will be taken up 
later in the course.” (Laughter) But 
there may not be any such escape as 
that from you. 

When I was thinking about these 
answers tonight I also got to think- 
ing of that spot in Stevenson’s novel 
“Treasure Island,” where poor Ben 
Gunn told somebody that when he 
was a boy he could reel off the an- 
swers to his catechism so fast that 
one could not tell one word from an- 
other. (Laughter) I claim no such 
proficiency as that, so I hope you will 
bear with me. 
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The first question that was put to 
me, number one in case any of you 
care to follow these, because I am 
not going to take them up all in 
the numerical order submitted was 
this: 


Question No. 1: 


“Dr. Landis in a recent address stated 
that he hoped there would be a reason- 
able degree of condensation in annual 
reports as compared with information 
given in Form 10. Controllers from whom 
questions have been received have been 
almost unanimous in their requests for 
exact information as to the financial data 
required in Form 10 which may be con- 
densed in the annual report to  stock- 
holders, and would like to have the sub- 
ject discussed in considerable detail.” 


I do not blame them really; but 
here is the situation: I do not see in 
this statute that the Commission has 
legal power to tell corporations or 
registrants what they shall say in 
their annual reports to their stock- 
holders. In talking about annual re- 
ports, it is mecessary to resort to a 
little definition. The annual report 
that we have authority to require 
under this statute is an annual re- 
port filed with the Commission and 
with the Stock Exchange, and tech- 
nically it is not our business what 
you say in your reports to the stock- 
holders. The liability that is imposed 
by Section 18 relates to misinforma- 
tion or Omissions in reports that are 
filed pursuant to the orders of this 
Commission, and inasmuch as_ this 
Commission has not said anything on 
the subject of what you shall say in 
your reports to the stockholders I do 
not see the possibility of liability. 

On the subject of the reports that 
shall be made to the Commission, as 
I have already stated, the Commis- 
sion has not yet made its rules, al- 
though it has authority to make such 
rules. The reason we have not made 
them is because we have not thought 
them out fully; but I think I am safe 
in saying that in a general way the 
annual reports which the Commission 
will ask to have filed with it and 
with the Stock Exchange will be those 
which will bring up to date the finan- 
cial information that is found in the 
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registration statement, and also which 
will require the registrant to state any 
material changes that have been made 
in the facts in other respects disclosed 
in the statement. 

Lest you think I have taken too 
technical a position on this matter 
of annual reports, let me say this: I 
see, as I think all of you do, that 
some embarrassment may ensue if a 
corporation files an annual report 
with the Commission and the Stock 
Exchange, and then gives its stock- 
holders a different annual report. It 
may be that at some future time, if 
you want the Commission to do it, 
the Commission can indicate either 
formally or informally what its 
views are as to what may go or 
should go into an annual report to 
stockholders, but after all it seems 
to me that when you have filed the 
annual report required by us with 
the Commission or the Exchange, 
what you shall say to your stock- 
holders is your problem. I doubt very 
much if you will want to say any- 
thing to them that is inconsistent 
with what you say to us. That is 
about as far as I can go with that. 
When you ask any of us to say what 
annual reports to stockholders will 
contain, and how much of Form 10 
shall be repeated, I think that is dis- 
tinctly your problem. We would be 
glad to help about it, but I think 
we are not quite ready to go as far or 
into as much detail as this question 
requires. 

I will pass on to question two as 
rapidly as possible before someone 
thinks of difficult questions to ask 
further about number one. 


Question No. 2: 

“Form 10 requires that the parent com- 
pany’s financial statements be submitted 
separately. Does the Commission regard 
the financial statements of the parent 
company sufficiently important and in- 
formative to warrant their inclusion in all 
cases of annual reports to shareholders?” 


Well, I think I have already an- 
swered that. We think it sufficiently 
important to require it to be filed 
with the registration statement, and 
my own experience has led me to 


specific instances in which investors 
were misled to their detriment by a 
certain kind of use of a consolidated 
balance sheet. 

The third question: 


Question No. 3: 


“Would the Commission consider it 
objectionable for a corporation to defer 
the issuance of its annual report until its 
registration application has been filed and 
accepted by the Commission?” 


I have already almost answered 
that. This, I think, is a question for 
the directors to decide. You have 
been issuing annual statements for 
a good many years. If you have a 
problem growing out of inconsist- 
encies between your old annual state- 
ments and your new registration re- 
ports to the Commission, we shall be 
glad to try to help you through that 
situation; but after all, as matters 
stand today, what you shall say in your 
annual reports to stockholders is your 
affair. 

I want to emphasize again some- 
thing that I have already said, and I 
do this because of something that I 
saw in print not long ago, and it is 
this, that this Commission very def- 
initely has not thrown away its rights 
under Section 13 of the Act to de- 
mand periodic reports from corpora- 
tions with listed securities. We have 
not made any decision about it one 
way or the other, and when we 
get ready to make the decision we 
want to consult with the accountants 
and the controllers and the other 
people that we talked with before, 
and those men who are devoting 
themselves to public service and what 
they believe to be the best interests of 
the investor. 


Question No. 4: 


“A great many corporations are pre- 
senting their financial statements to their 
stockholders on the basis recommended 
and approved by their respective insti- 
tutes or trade associations, and in a 
number of cases this form of report has 
been approved by the Stock Exchange. Is 
it the intention of the Commission to 
change this approved form of report to 
the report as outlined in the instruction 
for Form 10?” 
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Declaration of Principle 


The declaration of principle that follows was adopted by the 
Board of Directors of this Institute on January 19, 1933: 


The Controllers Institute of America stands for the observance of the 
highest ethical standards in corporate accounting practice and in the 
preparation of reports of financial and operating conditions of corpora- 
tions to their directors, stockholders and other parties at interest, in such 
manner that all concerned may know the actual conditions in so far as 
such reports may assist in the determination thereof. To that end, the | 
Controllers Institute of America offers its advice and assistance in con- 
nection with any movement which has for its purpose the establishment 
of better safeguards for the protection of the investor. 








I do not think, as was previously 
advised, that we have the right to do 
that. We do have the right to make 
rules about the content of the regis- 
tration statement that shall be filed 
with the Exchange and with the Com- 
mission, and presently, when we can 
get to it and when we think we know 
what we are doing, we will make rules 
on the subject of the annual reports 
to be filed with the Commission and 
the Exchange. 


Question No. 5: 


“The New York Stock Exchange re- 
quires that all companies file copies of 
their annual reports with the Exchange 
fifteen days before their annual meeting. 
Does this requirement still hold; and if 
so, does the filing of such annual report 
with the Stock Exchange in your opinion 
make the annual report subject to the 
liabilities of the Securities Exchange 
Act?” 


The Commission has not under- 
taken to interfere with this require- 
ment of the Stock Exchange. On the 
other hand, there is no rule of the 
Commission that requires you to file 
it and, therefore, liability does not 
attach to the content of that state- 
ment so far as anything in the Securi- 
ties Exchange Act is concerned. I 
think that answers that question. 

The next question is one that | 
have already answered, and I would 
like to answer it again with a little 
added emphasis, if I can find it. Here 
it is: 

Question No. 6: 


“Is it possible to consult with the Com- 
mission or its authorized representatives 


as to principles of presentation of ac- 
counts and the admissibility of various 
practices previous to the closing of a 
corporation’s books or rendering of state- 
ments or reports to the Commission or 
to stockholders? If this is the case, what 
is the procedure in arranging such a con- 
ference?” 


Of course, the answer is yes, and 
the procedure is almost any way that 
you want to adopt to get in touch 
with any of us in the Commission. 
We would be delighted to have you 
come to us with your questions. 

Number 7 is just a little bit tough. 


Question No. 7: 


“There seems to be a belief on the part 
of some people that a balance sheet is a 
valuation statement, and that the amounts 
shown for fixed assets, intangibles, and 
the like may be assumed to be present- 
day values. Does the Commission con- 
sider it necessary for purposes of ade- 
quate disclosure for companies to in- 
dicate on the balance sheet that the 
amounts shown for such items do not 
necessarily represent present realizable 
values?” 


I have been advised to answer that 
question no. I think probably that is 
the answer, but I would like to say 
a little more about it. I am sort of a 
homemade accountant, I have to 
confess. To me, accounting has al- 
ways meant, or at least it used to 
mean before my experience had been 
enlarged, the making of an historical 
record of financial events: certain 
things happened of a financial char- 
acter, and they were recorded accu- 
rately on the books. What I have 
seen leads me to regret very much 
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that there has been so much deviation 
from that. Whatever you may say 
about valuations in rate cases, I think 
it is always important that there 
should be recorded or there should 
be discoverable from the books of ac- 
count, what the cost of assets, par- 
ticularly of fixed assets, has been, 
and what the management has done 
with the funds actually entrusted to Jt. 
It seems to me that a balance sheet 
should not be interpreted as a state- 
ment of values. I regret that there 
are many who try to interpret it that 
way, I mean many investors as well 
as others; and the man who wrote 
this question was quite aware of 
that. 

To repeat the answer to the ques- 
tion in a little different form—and 
let me warn you that these things 
that I say to you tonight are not 
official expressions of the Commis- 
sion; they are simply attempts on my 
part, without the authority of the 
Commission, to make helpful sug- 
gestions, as helpful as I can in view 
of the difficulties that you have 
met. Now to resume: It seems to 
me that it might be well in some in- 
stances to add a disclosive footnote to 
the balance sheet, particularly when 
the fixed capital and other important 
assets are not carried at cost but at 
somebody's idea, some appraiser's 
idea of value. If the accounts are 
carried at cost, it may be to your ad- 
vantage in the face of the present 
confusion on that subject to say so. 
I think that is about as far as I can 
go. Certain it is that if you account- 
ants and controllers tell the basis on 
which the statements are made, and 
tell it clearly and truthfully, then | 
do not see how any fault can be found 
with you. 

Here is one that is a little more 
difficult than the one before. It is 
No. 8: 


Question No. 8: 


“If a corporation has assets that are 
undervalued in relation to their earning 
capacity or the market valuations of the 
company’s securities, such undervaluation 
being partially accounted for by conserva- 
tive policies of the management, would 
such undervaluation be considered a ma- 
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terial fact which should be disclosed in 
the financial statement?” 


That makes me pause. (Laughter) 
If a corporation is carrying its as- 
sets at cost, and is fortunate enough 
to have large earnings, that is not 
to my mind an undervaluation; it is 
not a valuation at all, it is a recording 
at cost. If the assets are not re- 
corded at cost but according to some- 
body’s idea of value based on earn- 
ings, then I am afraid I shall go 
round in a circle. But that situation 
does sometimes exist. If, as I said be- 
fore, the assets are recorded at cost, 
the principal assets—I am not refer- 
ring to current assets—and the earn- 
ings are very good, it would not seem 
necessary that the registrant or the 
controller or the auditor call atten- 
tion to the relation between the earn- 
ings and the figures at which the as- 
sets are carried. Of course, if you get 
into that sometimes you would have 
to say valuations were too high not 
too low. I think it is pretty much a 
question for the management and 
their own auditors and controllers, 
but here again the man that tells 
the truth, and tells it clearly, is not 
going to get into trouble. 


Question No. 9: 


“When properties are acquired as an 
entirety for a total consideration payable 
either in cash or in securities, and it is 
impossible to segregate the amount of 
the total consideration “between tangible 
and intangible properties, must disclosure 
be made of such fact?” 


I should think that the proper an- 
swer to that question lies in the fact 
that it is not possible to separate the 
cost of tangibles from intangibles in 
this particular case. If you cannot do 
it, the plain import of these instruc- 
tions is that you shall say so, and you 
shall say why. If you can do it, then 
you must not say you can not. That 
is the answer to it. 

Here is the next one, No. 10. I 
understand that some of the Com- 
missioners have had to answer ques- 
tions before, but I think perhaps you 
have saved up all the hard ones for 
this meeting. (Laughter) 
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Question No. 10: 


“In cases in which a number of com- 
panies are involved as well as detailed 
classification of plant and equipment, 
will it be adequate disclosure in connec- 
tion with Schedule 2, accompanying the 
financial statements, to give a general 
description of the property without segre- 
gation of the amounts?” 


As I recall the instructions, they 
require that this information should 
be given as shown by the available 
primary accounts as carried on the 
company’s books. If you will follow 
that instruction I think you will not 
have any difficulty. We do not want 
a greatly detailed statement of plant 
and equipment, but if your books 
show, as most of them will, classi- 
fication by primary accounts, that is 
what you should put into the state- 
ment. It is our hope we will not get 
too long answers, too long registra- 
tion statements. We have done 
everything we can to keep the size of 
these statements down. 

By the way, that makes me think 
of the point made a few minutes 
ago by Mr. Lansing in regard to that 
creature which he evidently regards 
as somewhat mythical, “the investor 
of average prudence.” (Laughter) 
For a good many years in the law of 
negligence, over and over again the 
standard of care that people were 
held to legally has been expressed 
as the care and prudence of a rea- 
sonably careful and prudent man in 
the same situation. 

We were asked to define the word 
“material.” We talk about material 
contracts and material this and ma- 
terial that in connection with this 
form, so it was necessary to define 
“material” to limit it. We undertook 
to define ‘material information’ as 
the kind of information that a man 
of reasonable prudence, a reasonably 
prudent investor, ought to have. But 
now it seems that we must define the 
definition, and perhaps when we 
have succeeded in doing that we will 
have to define that, and so on. But 
I think that you controllers and ac- 
countants will not have as much difh- 
culty with that as might be imagined. 
It is a test of common sense, and you 


have a judgment as to what the in- 
vestor ought to know. When you are 
confronted with the problem of 
whether certain information or cer- 
tain contracts are or are not material, 
why not apply a common sense test 
and say to yourselves the following: 
“Ought an investor to know about 
it?” If you think he ought to, you 
put it in; and if you honestly think 
he does not need to know it, then 
I think you would be justified in 
omitting it. If you are in doubt about 
it, and you think our judgment on the 
subject would be of any use to you, 
we shall be glad to try to help you. 

I have come to No. 11 in ques- 
tions, and this is it: 


Question No. 11: 

“In general what must a company ex- 
plain in connection with its depreciation 
policy?” 

That is the first part in No. 11, 
and I am going to stop there and an- 
swer it. The company must explain 
what its depreciation policy is. That 
is principally what we want. The 
Commission has not undertaken to 
tell any of the registrants or any of 
their representatives what their de- 
preciation policy ought to be; but 
we do want you to disclose in the 
registration statement what it is. 


Let me go on with the question: 


Question No. 11 (continued): 


“Will the Commission consider it in- 
adequate disclosure if mention is not 
made of the fact that depreciation taken 
for tax purposes is different from depre- 
ciation taken on the books?” 


The Commission will not regard 
that as inadequate disclosure. 


Question No. 11 (continued): 

“If a company follows the retirement 
principle, should it disclose definitely 
what this principle is and indicate the 
difference between the result obtained 
under that principle and under the appli- 
cation of straight line depreciation?” 


That is not required by the form. 
However, if in the judgment of the 
accountant or the controller either 
the assets or the earnings of the com- 
pany are being distorted through 
over or under depreciation or an im- 
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proper use of any entries in connec- 
tion with retirement, do you think 
it is your duty to disclose it? I im- 
agine that most of you would an- 
swer yes to that question. I know I 
would. 


Question No. 12: 


“If a corporation wrote up its invest- 
ment in the common stock of a sub- 
sidiary from cost to market value, and a 
year or two later reversed the entry, 
thereby restating the investment at cost, 
is it necessary to disclose the write-up 
and subsequent reversal in answer to 
item 34?” 


Yes. 


Question No. 13: 


“With reference to marketable securi- 
ties’—I do not know why marketable 
Securities had to be listed under 13; 
it has no_ significance (laughter)— 
“With reference to marketable securities, 
the regulations permit the inclusion of 
securities having a ready market. Many 
companies have accepted during the past 
two or three years in payment of their 
products substantial amounts of tax an- 
ticipation warrants issued to city em- 
ployees, and so on, for services, partic- 
ularly in Chicago and Detroit. These 
warrants, particularly in Chicago, have a 
reasonably active over the counter mar- 
ket. They are also acceptable at par in 
payment of local property taxes. May 
these warrants properly be included in 
marketable securities without further dis- 
closure? What is meant by a ready mar- 
ket?” 


I assume, of course, that if that 
question, ‘“What is a ready market?” 
were put to accountants, you would 
all answer it quickly, and your an- 
swers would all be alike—maybe. 
(Laughter) Here it seems to me that 
it is again more or less a matter of 
common sense. If there is a market, 
a known market, where there are 
quotations, where the security that 
is under consideration can be dis- 
posed of within a reasonable time, | 
would regard it as readily market- 
able. It would seem to me that in 
the instance stated in connection 
with tax warrants, where there is an 
active over the counter market with 
quotations where they are acceptable 
at par for payment of local property 
taxes, they would seem to be market- 
able securities. 
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Sometimes accountants, I under- 
stand, are puzzled when they have a 
great many securities of one kind to 
deal with. The suggestion is made 
that there may be a market quota- 
tion, and the question arises whether 
that price would be broken if a great 
quantity of that security were sold at 
one time. That calls for judgment on 
the part of the accountant. I do not 
see how anybody, myself least of all, 
could make a general answer that 
would meet every situation of that 
kind. It would seem to me, however, 
that if the accountant were of the 
opinion that that large block of 
securities could be fed into the mar- 
ket within a reasonable time without 
making a substantial break in the 
price, or without bringing the price 
down to a greatly reduced point, it 
would be a marketable security. That 
is about as well as I can do with that. 

Here is an easy one, Number 14: 


Question No. 14: 


“If the registrant has acquired the 
stock of subsidiaries by merger in the 
past three years, must information be 
furnished as to changes in the assets of 
such merged companies prior to the 
merger?” 


The answer is no. 


Question No. 15: 


“Is it intended that the provision for 
income tax should include domestic in- 
come taxes other than United States 
Federal income taxes?” 


The answer is yes. 


Question No. 15 (continued): 
“And income taxes paid to foreign 
governments or sub-divisions thereof?” 


Yes, if you can do it; if you can 
not, say so and tell us why. 

Number 16, I think, is one of the 
difficult questions asked: 


Question No. 16: 


“The regulations provide that contin- 
gent liabilities not reflected in the balance 
sheet shall be given due consideration in 
a footnote. When a company or a group 
of companies maintains a blanket re- 
serve for contingencies, which is con- 
sidered to be adequate to cover any possi- 
ble losses on account of contingencies, 
must separate balance sheet notations be 
made of all ascertainable contingent 
items?” 
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Here is what some of the account- 
ants in the Commission advise me to 
answer in reply to that question: If 
due consideration has been given in 
the balance sheet to all ascertainable 
contingent liabilities, separate balance 
sheet notations may be omitted. 

But I want to make a brief com- 
ment on that myself. It seems to me 
from my limited experience in such 
matters that it is very difficult to say 
when due consideration has been 
given in a balance sheet to con- 
tingent liabilities, or when a reserve 
to cover those liabilities has been set 
up in large enough amount. I call to 
mind a number of companies that I 
happen to know something about 
which guaranteed the payment of 
bonds which were supposedly fully 
secured by mortgages on real estate. 
Some of those companies had no re- 
serves set up for that liability. Most 
of them thought—and perhaps many 
of us I think back in the crazy years 
might have agreed with them—that 
the possibility of their having to 
make good on those guarantees was 
quite remote. As a matter of fact, 
what has happened, as most of you 
know, is this, that several of them 
have been called upon to make good 
on those guarantees, and the com- 
panies have been sunk as a conse- 
quence. They are today in the throes 
of receivership, reorganization, or 
bankruptcy. Here, again, I think the 
problem is primarily one for the ac- 
countant. If the company has im- 
portant contingent liabilities, which 
may make an important difference in 
the future of the company if it is 
called upon to make good, then I 
think that you ought to tell about it 
in a footnote. If you think the in- 
vestor is fairly entitled to know 
about it, or that it would probably 
affect the future of the company, 
why not say so? 


Question No. 17: 


“If a corporation has a segregation on 
its books of capital surplus and earned 
surplus at the beginning of the period 
which may not be entirely reliable be- 
cause of some of the early transactions of 
the company, may these surplus accounts 
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be combined as if no segregation ex- 
isted?” 


No. In the typical case the Com- 
mission, because it was writing a 
form for securities which had already 
been distributed to the public and 
were listed on the stock exchanges, 
thought that the public interest 
would be served and not injured 
if we made a cutoff at the begin- 
ning of the year. In the typical case 
it will be January 1, 1934. The 
form requires you to carry over the 
surplus in the statement in the segre- 
gations in which it appears on the 
books of account, and if there are 
embarrassing questions which might 
be raised as to the early history of 
some of the surplus accounts I doubt 
very much if you get rid of them by 
merely combining them into one sur- 
plus account. So the answer to ques- 
tion seventeen is no. If they are 
segregated on the books, carry them 
forward the same way. 

Number 18 is related to the same 
subject. Here is the question: 


Question No. 18: 


“In instructions relating to item 32, 
‘Surplus, it is stated that if, in the 
accounts of the registrant, separate bal- 
ances for earned surplus, capital surplus, 
and so forth are not shown at the be- 
ginning of the period of report, the 
registrant may state the surplus in one 
amount. Does the word ‘accounts’ here 
mean the ledger records, or the accounts 
as published to shareholders, stock ex- 
changes, and so on in the past?” 


In my opinion the word “account” 
here means the ledger records. 


Question No. 19: 


“Will it be adequate to present state- 
ments of nonconsolidated foreign sub- 
sidiaries expressed in the currencies in 
which the accounts are kept?” 


Here is the answer: If the cur- 
rency in which the accounts are kept 
is stable, such statements should be 
converted into American dollars 
when practicable. Note that answer: 
If the currency in which the accounts 
are kept is stable. I take that to 
mean if there have not been wide 
fluctuations within a reasonable time 
of the date in which the statement is 
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being made. Note also that the an- 
swer to the question says that the con- 
version into American dollars should 
be made when practicable. If it is 
not practicable, say why, and do not 
do it. In addition, if the currency of 
foreign subsidiaries are blocked and 
cannot be gotten into this country, I 
would advise you to say so. 


Question No. 20: 


“In those cases in which it has been 
customary for foreign subsidiaries to 
close their accounts on October 31 or 
November 30, and for the parent com- 
pany to consolidate such account with 
its own accounts and those of its domes- 
tic subsidiaries as of December 31, will 
any exception be taken to the submission 
of consolidated statements on this basis 
providing disclosure is made?” 


We are wrestling with that prob- 
lem now, and within a very few days 
we hope to promulgate a rule in con- 
nection with Form ten which will 
settle this question. I take the risk 
of hazarding the prediction that the 
regulation will result in an answer of 
yes to this question. If the foreign 
subsidiary closes its books, say Oc- 
tober 31, and the consolidation is 
with the parent company as of a 
slightly later date, and the registrant 
states that it is necessary to make the 
consolidation on the basis of those 
dates, I think the Commission’s regu- 
lation will permit it, provided a 
proper disclosure is made of the basis 
upon which the statement is prepared. 


Question No. 23: 


“Instruction 7-a requires that dis- 
closure be made of the total of cur- 
rent amounts due from officers and direc- 
tors other than trade accounts subject to 
the normal trade terms.” 


There are three questions under 
that: 


“First, does this instruction relate only 
to amounts due from officers and direc- 
tors of the registrant company?” 


Yes. 


Second, “In the event that the regis- 
trant carries on its books amounts due 
from officers and directors of subsidiary 
companies, should such latter accounts be 
included in this classification in the bal- 
ance sheet of the registrant?” 


If current, these items should be 
included under 7-c of the Form, not 
7-a. 

Three, “In the consolidated balance 
sheet is it the intent of the Commission 
that amounts due from officers and direc- 
tors of both the registrant and its sub- 
sidiary companies be shown in the ag- 
gregate?” 

The answer is yes. 


Question No. 29: 

“Under the instructions pertaining to 
profit and loss statement there is a re- 
quirement of disclosure of management 
and service contract fees. This is rather 
a broad term which seems to require 
definition. Will you express an opinion 
regarding the type of expenses which 
should be included in this classification?” 

Here, again, it is difficult to make 
a general answer. We shall be glad 
to try to be of help if you will put 
your specific questions. We were not 
seeking information as to petty mat- 
ters in this item. The best illustra- 
tion of the kind of management and 
service contract fee we were interested 
in when this form was gotten up is the 
kind of contract you find in the case of 
operating utility companies, where 
they have a management or service 
contract with some other company. 

A question very much like this ap- 
pears in our Form A-2 under the 
Securities Act of 1933, and here is the 
definition of the type of public util- 
ity management contract we were 
looking for there. I am quoting 
now from the instructions accompany- 
ing Form A-2, because I think it is 
helpful in connection with the pend- 
ing question: “Every contract by or 
with a public utility company or an 
affiliate thereof providing for the 
giving or receiving of technical or 
financial advice or service, if such 
contract may involve a charge to any 
party thereto at a rate in excess of 
$2,500 per year in cash, or securities, 
or anything else of value.” 

That is about as well as I can do in 
reply to the inquiry about manage- 
ment services. If this form were ap- 
propriate for investment trusts, we 
would expect to be told about the 
type of management contract that 
sometimes exists in connection with 
investment trusts. 
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Question No. 30: 


“In the case of some corporations, 
showing cost of sales as a separate figure 
may be damaging. Would the Commis- 
sion consider favorably a request on the 
part of the corporation to combine cost 
of sales and selling expenses as one item 
to be deducted from sales?” 


The Commission has already called 
your attention to the fact that the 
statute permits the Commission on a 
proper showing to treat as confiden- 
tial and withhold from the public 
record any information that is in the 
form. When you come to an item 
which you think should be treated in 
confidence because of the possible 
damaging effect on the corporation 
and its stockholders, the proper thing 
for you to do is to ask for confiden- 
tial treatment of it, and give your rea- 
sons. I can assure you that they will 
be considered carefully. Of course, I 
cannot tell you what the answer will 
be because the answer will differ as 
circumstances differ. We think that 
when cost of sales and selling ex- 
pense—let me repeat myself—we 
think that the cost of sales and selling 
expense should be reported separately 
when it is possible to do it. When the 
disclosure is thought to be damaging I 
have already indicated a possible 
course. 


Question No. 31: 


“When the method of distribution and 
redistribution of repairs, depreciation, 
taxes, and the like makes it impossible 
to state the amount of such expenses 
actually charged to costs, will it be ade- 
quate disclosure to show the amounts 
directly charged to costs and the amounts 
charged to service and other centers with 
a general explanation of the procedure 
followed?” 


The answer is yes, and I think the 
form provides for it. 


Question No. 32: 


“Instruction 2-A pertaining to the profit 
and loss statement indicates that a de- 
tailed analysis of cost of sales is re- 
quired, although no further reference is 
made thereto. For large companies 
with many subsidiaries, whose operations 
are diversified in character, operating a 
standard or unit cost system, or possibly 
with certain subsidiaries operating one 
type of cost system and others operating 
a totally different type, compliance with 
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this requirement would present a very 
serious and costly problem. In such cases 
will this requirement be waived?” 


I do not think ‘waived’ is the 
proper word. I would think that 
the proper thing to do under those 
conditions would be to tell the Com- 
mission why it is unreasonably difh- 
cult or expensive to do it, and then 
not do it. The Commission has the 
right to review those reasons, but if 
you will state the reasons why it is ex- 
pensive or unreasonable to make this 
separation, or to do the thing that 
that item calls for, the Commission 
has the mechanics for handling it. 

I am back to question 21 with a 
group of questions that are of a little 
different character from those we 
have been dealing with. Question 21 
is this: 


Question No. 21: 


“Can reports on items 26 and 27 re- 
lating to remuneration be considered as 
confidential ?” 


It is perfectly proper to ask that 
those questions be considered as con- 
fidential and to state your reasons 
for it. The Commission will pass on 
the question. Commission representa- 
tives will discuss it with you infor- 
mally or the Commission will give 
you a formal private hearing on it if 
you want it. 


Question No. 22: 


“If a director owns only a small num- 
ber of shares of a company, but repre- 
sents a holder who owns a substantial 
amount of the company’s stock, is dis- 
closure required of the connection be- 
tween the director and the stockholder 
whom he represents?” 


I do not know just what is meant 
by that expression ‘whom he repre- 
sents.” The best answer I can make 
to that question is that the relation 
need be disclosed only if control of 
the registrant is exercised in whole 
or in part through the director in- 
volved. 


Question No. 24: 


“What is a beneficial owner?” (Laugh- 
ter) 


That question has been asked a 
great many times. We have asked 


35 


it of each other. We have asked it 
of members of the staff and the 
members of the staff have asked it of 
us. We have tried to answer it, and 
I think we have been successful to 
a certain degree. In the case of the 
person who owns his own stock in 
his own name, of course, no diff- 
culty is involved. When you get to 
the case of corporations holding 
stock, of partnerships holding stock, 
of trusts holding stock, then the 
problem becomes very complicated. 
The answer to the question is too 
long to give you now. But a few days 
ago the Commission got out a copy 
of a long opinion by its general 
counsel. There are four or five pages 
of it, and it would not be fair either 
to you or to me to try to read it now, 
but it is the Commission’s release 79. 
Those of you who want to know the 
answer to that part of this question 
are advised to read the Commission’s 
release 79. 

Part of the same question is this: 


Question No. 24 (continued): 

“Does the term ‘beneficial owner’ in- 
clude the holder of a note secured by the 
pledge of more than ten per cent. of the 
stock of a corporation?” 


No. 


The next question: 


Question No. 24 (continued): 

“Who is required to file the report 
of ownership of such stock, the pledgor 
of it or the pledgee?” 


The answer is the pledgor. 


Question No. 25: 


“26-D calls for the aggregate remun- 
eration of all employees of the registrant 
in excess of $20,000. Instructions are: 
‘Under the column Capacities in Which 
Remuneration Was Received include the 
names of subsidiaries making payments to 
persons as directors, officers or employees 
thereof.’ If a subsidiary makes a payment 
of $20,000 or more to an officer or em- 
ployee of the subsidiary, must such pay- 
ment be listed?” 


No, unless the person is a di- 
rector, officer or employee of the 
registrant. 

I am thankful to say there are only 
a few more of these questions left. 
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Question No. 26: 


“Do contracts as called for under this 
section, that is 32 in the form, include 
contracts for the sale of capital stock to 
employees, officers, directors or other- 
wise?” 


The answer is yes, but these con- 
tracts would usually be shown in an- 


swer to item No. 33. 


Question No. 27: 


“Should amounts paid to lawyers, ap- 
praisal companies, commission sales 
agents, domestic and foreign; advertising 
agencies, accountants, and so on, be 
shown in answer to question 27?” 


Yes. 


Question No. 27 (continued): 


“Does the question apply to each sub- 
sidiary as well as to the registrant?” 


In my opinion no. 


Question No. 28: 

“Does this refer’—the particular ques- 
tion that the inquirer is talking about, 
relates to outstanding options of the reg- 
istrant—‘does this refer to stock of the 
registrant only, or does it also apply to 
stocks of subsidiaries owned by the regis- 
trant or one of its subsidiaries?” 


It refers to any securities subject to 
option to purchase when the option is 
given by the registrant. When it is not 
given by the registrant, it is not to be 
included. 

Two more: 


Question No. 33: 

“Distinguish between the liabilities of 
the public accountants and of the con- 
trollers under the Act. What are such 
liabilities?” 

That question can best be answered 
by turning to Section 18 of the statute. 
Here is the liability of both the con- 
troller and the independent account- 
ant: “Any person who shall make or 
cause to be made any statement in any 
application, report or document filed 
pursuant to this title or any rule or 
regulation thereunder, which statement 
was at the time and in the light of the 
circumstances under which it was made 
false and misleading with respect to 
any material fact, shall be liable to any 
person (not knowing that such state- 
ment was false or misleading), who in 
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reliance upon such statement shall 
have purchased or sold a security at a 
price which was affected by such state- 
ment, for damages caused by such re- 
liance unless the person sued shall 
prove that he acted in good faith and 
had no knowledge that such statement 
was false or misleading.” 

There is no distinction made in the 
language of the Act between the 
liability of the company’s controller 
and that of the independent account- 
ant; but such differences as arise, if 
there are any, arise from the difference 
in the situation of the two men. The 
controller may make a statement which 
is incorrect, and his opportunities for 
knowing that it is incorrect are greater 
oftentimes than those of the independ- 
ent accountant. 

The liability attaches to any person 
who makes the statement unless he is 
excused for making a misleading state- 
ment because he believed in good faith 
that it was true, or unless he can prove 
that he acted in good faith. 

I am sorry that I cannot do better 
than that in answer to that question, 
but the differences all arise from the 
circumstances and not from the lan- 
guage of the statute. 

One more question, and I come to 
the last of those that have been sub- 
mitted to me. It relates to one of the 
most important subjects that the Com- 
mission has to deal with, as you will 
see, as soon as I read the question. 
Here it is: 


Question No. 34: 

“Does the Securities Exchange Act 
give the Commission as broad or broader 
powers to regulate corporations whose 
securities are traded in over the counter 
as it does in the case of corporations 
whose securities are listed?” 

The answer to that is that Section 
15 of the Act does undertake to do 
that very thing. 

The next question: 


Question No. 34 (continued) : 

“What will the general policy of the 
Commission be towards such corpora- 
tions?” 


I cannot answer that question defi- 
nitely. I can say that the Commission 
regards it as one of its most serious 


and difficult problems. We are study- 
ing it. The members of our staff are 
studying it. We are gathering statis- 
tics relating to over-the-counter mar- 
ket. We are talking with people who 
are in that field and with others who 
are affected by it. Sometimes we in- 
struct ourselves by talking with the 
over-the-counter people about unlisted 
trading on stock exchanges, and some- 
times by talking with the representa- 
tives of the stock exchanges, who ex- 
tend unlisted trading privileges about 
the over-the-counter market. They do 
not agree altogether. There seems to 
be some conflict of interest and views. 

As we look back into the history of 
this Act, into the debates and the re- 
ports of committees, we see that some 
of the Senators and Representatives 
thought that if the over-the-counter 
market were not successfully regulated 
a gtave menace to the success of the 
entire Act would arise. I cannot tell 
you any more about that. If any of 
you have any views on the subject of 
the over-the-counter market or any in- 
formation that you think would be 
helpful to us, we should be very glad 
to receive it. It is one of the difficult 
problems, as I said, that we are going 
to try to solve. 

Since this meeting began I have been 
asked to say something on the subject 
of unlisted trading on stock exchanges. 
I can not make a satisfactory reply to 
the gentlemen who are interested in 
that subject. I can only tell you that 
the statute requires the Commission to 
make a study of trading in unlisted 
securities upon exchanges and to re- 
port the results of the study and the 
Commission’s recommendations to 
Congress on or before January 3, 
1936. 

Until June 1, 1936, the statute pro- 
vides we may permit unlisted trading 
on stock exchanges to continue as to 
those securities which enjoyed those 
unlisted trading privileges on March 
1, 1934. As you all know, we have 
for the most part permitted a con- 
tinuance of unlisted trading in those 
securities which had that privilege on 
March 1, 1934. Necessarily by the 
terms of the statute, unless it is 
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amended, the privilege must come to 
an end on June 1, 1936. 

We have had so many problems that 
had to be dealt with immediately that 
we have not as yet decided what 
recommendation to make to Congress 
on this subject. Here, again, we 
have a force at work gathering statis- 
tics and getting the views of various 
people on the subject. Every little 
while we hear from some corporation 
whose securities are traded in in the 
unlisted department of some exchange. 
We would be glad to know the views 
of those corporations whose securities 
are so traded in. I can not predict what 
we shall say about them. Of course, if 
any of the corporations whose stocks 
are so traded in desire to apply for 
registration so that they will be regu- 
larly listed and traded, we should be 
very happy to receive them. However, 
how far the Commission should go 
to encourage listing as against unlisted 
privileges, and how far the unlisted 
privileges shall be allowed to con- 
tinue are serious problems. We have 
not gone far enough into them so 
that I feel safe in making any further 
statement about them. 

If you do not mind, I will rest for a 
minute and see if I can answer some 
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of the questions that have been sub- 
mitted to me tonight. If I can not 
answer them, I will take them back to 
Washington and find somebody who 
can. (Applause) 

4 pg ae ee 2 

JupGE HEeEAty: Gentlemen, quite 
a number of questions have been 
handed up here. I started to look at 
one or two, and the President and 
Vice-President very graciously sug- 
gested to me, and I think very wisely, 
that it might be just as well that | 
take them to Washington with me, 
where the answers can be written, 
and sent back to New York. If you do 
not object, I should like to do that. 

Before I sit down for good, and 
that will be in just a minute, I have 
just one or two other words that I 
would like to say. I feel, and I think 
the other Commissioners feel, that 
they are very deeply interested in help- 
ing to see to it that the art of ac- 
countancy and the position of the 
executive accountant are maintained at 
a very high level, and we want to 
assist if we can in that kind of a 
movement. We should like to see 
the controller an independent officer— 
in a position of true independence— 
so that he would stand, as I am sure 
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he most often has in the past, for 
those things which he believes are 
right; and if he does that, we think 
that he will do a great service to his 
company and to his country. That 
is the last message I should like to 
leave with you, except to tell you 
again that you can come to us with 
your problems. 

Thank you! 

. . . . The audience arose and ap- 


plauded .... 
| 





More Questions and 


Answers C oming 


In March Issue 


Thirteen additional ques- 
_ tions, asked of Commissioner 
Robert E. Healy by control- 
lers and others, during the 
_ dinner of January 31, will be 
_answered by Commissioner 
_ Healy in the March issue of 
_ “The Controller.” Space and 
time limitations prevented 
their inclusion in this issue. 


—THE EpITor. 














What Is Material Fact, What Is Prudent 
Investor, Controller Asks 


HE address that follows was de- 

livered by Mr. ALBERT J. LAN- 
SING in introducing Honorable Ros- 
ERT E. HeEALy, member of The 
Securities and Exchange Commission, 
at a dinner meeting held January 31, 
1935, by THE NEw YorK CONTROL 
of THE CONTROLLERS INSTITUTE OF 
America. Mr. Lansing is vice-prest- 
dent of THE NEw YorRK CONTROL. 
Mr. ARTHUR E. Davis, president of 
THE CONTROL, presided. 

—THE EDITOR. 


A new chapter in the history of 
American business was written on 
May 27, 1933. On that date the Se- 


curities Act of 1933 was enacted. On 
July 1, 1934, the Securities Exchange 
Act of 1934 became effective. Careful 
consideration of these two acts has 
given rise to innumerable questions of 
interpertation, many of which still re- 
main unanswered today. After many 
months of diligent work, on December 
21, 1934, the Securities and Exchange 
Commission, created by the Act of 
1934, released the now well-known 
Form 10, the application form for 
permanent registration of securities 
temporarily registered on national ex- 
changes. This was followed on Janu- 
ary 12, 1934, by the release of Form 
A-2, which provides for the registra- 


tion of new security issues under the 
Securities Act. Both forms, I believe, 
are substantially identical in their re- 
quirements for accounting data except 
that the latter requires profit and loss 
statements for three years. Coincident 
with the release of Form 10, there was 
issued an instruction book containing 
tules as to the use of the forms. A 
careful study of this instruction book 
still leaves many questions unanswered. 

There is no doubt that there has 
been general approval of Form 10 
and Form A-2 and that the Commis- 
sion has made a sincere attempt to be 
constructive and helpful in the admin- 
istration of these acts. This helpful 
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and constructive attitude of the Com- 
mission is understood and appreciated 
by corporation officials, public account- 
ants and others who are affected by the 
acts. The Controllers Institute is un- 
qualifiedly in favor of the principles 
underlying these acts. However, there 
are certain phases of these acts that 
are of prime importance to all of us 
and to which I would like to direct 
your attention for a few moments. 

The liabilities imposed particularly 
by the Securities Act are severe if not 
drastic, and they rest squarely on the 
officers and directors of the corpora- 
tion. If we examine the provisions 
dealing with the liabilities in the light 
of their practical application, certain 
important questions arise in the minds 
of the controllers or chief accounting 
officers of corporations. 

To what extent can the officers of a 
corporation, who have no knowledge 
of and no contact with the accounting 
records and the preparation of the 
financial statements, be held responsi- 
ble for the information contained in 
them? For instance, what knowledge 
can a vice-president in charge of sales 
and advertising or a vice-president in 
charge of manufacturing have or rea- 
sonably acquire from these financial 
records and statements, assuming that 
he has had the requisite training and 
experience to interpret correctly the 
meaning of them? 

In a practical way, what responsi- 
bilities does a director assume when, 
after all, the only information that he 
can have about the financial position 
of the business is that which is dis- 
closed in the statements submitted to 
him ? 

In the final analysis it comes down 
to the question: “Is not the controller 
or the chief accounting officer, who is 
charged with the keeping of the rec- 
ords and the preparation of statements, 
the person who must assume the re- 
sponsibility for the financial state- 
ments, not only for himself but also to 
a large degree for the other officers 
and the directors of the corporation ? 
The controllers or chief accounting 
officers of corporations generally are 
beginning to realize the tremendous 
responsibilities that these acts place 
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upon them and it is only natural that 
under the circumstances they are be- 
coming increasingly interested, if not 
insistent, on knowing what these re- 
sponsibilities are and what steps they 
may take to protect themselves ade- 
quately. 

Throughout these acts frequent ref- 
erence is made to ‘‘material facts’ and 
in the instruction book the term 
“average prudent investor’ is used. 
The question that immediately presents 
itself to our minds is: “What is a 
material fact ?”’, and this leads immedi- 
ately to the collateral question: “When 
does an immaterial fact become a ma- 
terial fact?”’, or vice versa. Probably 
no two courts will ever agree on what 
is a material fact. 

I would now like to refer to the 
so-called “average prudent investor.” 
As I review in my mind the investment 
period from 1928 to 1934, a short 
period of about six years, and as I 
consider what has happened to the 
average prudent investor, I question 
seriously if there is such a person as a 
prudent investor. How can we ever 
hope to have any two courts agree on 
a definition of what is a prudent in- 
vestor? How is the controller of a 
corporation going to arrive at defini- 
tions of these two terms and to apply 
them in the preparation of financial 
statements in a manner that will pro- 
tect adequately the officers and the di- 
rectors of a corporation? It would 
seem that these two terms will lead 
inevitably to endless confusion and 
costly litigation. 

It is impossible to avoid difficulties 
of interpretation in new legislation, 
nevertheless it seems that these acts 
are unnecessarily complicated and 
difficult to interpret. To some extent 
these difficulties may be covered by 
regulations adopted by the Commis- 
sion, but it is doubtful whether many 
of them can be removed except by an 
amendment to the acts. The Commis- 
sion will, we believe, render a great 
service to the business world if it will 
endeavor to secure simplification of the 
acts by amendments and will seek to 
clarify problems of interpretation of 
the acts by adopting regulations after 





consultations with corporation officers, 
accountants and lawyers. 

I should also like to dwell for a 
moment on Section 24 dealing with 
the penalties for willful violation of 
the provisions of the act, rules and 
regulations. As you no doubt know, 
one of the penalties provides for im- 
prisonment of not more than five 
years. This section was written at a 
time when the popular clamor called 
for some kind of immediate action. 
It seems to me that the provision for 
imprisonment is much too drastic and 
casts an unfavorable reflection on the 
integrity of all business men, while in 
reality it is aimed at the few black 
sheep that are bound to be in every 
flock. Calmer and saner reflection at 
some time in the near future should 
dictate a reconsideration of the im- 
prisonment provision of this para- 
graph. 

I am told that in the preparation of 
instructions for Form 10 the Commis- 
sion has had the benefit of advice from 
public accountants and other experts 
and to some extent from controllers. 
It must be realized that financial state- 
ments and accounting problems of 
businesses vary tremendously as_be- 
tween different lines of industries and 
different corporations. No matter how 
carefully requirements for financial 
statements are drawn a great many 
problems are bound to arise in their 
preparation by individual corporations. 
The Commission has indicated its de- 
sire to be helpful to corporate manage- 
ment in rendering the requirements 
understandable and workable. It is 
hoped that the Commission will not 
hestitate to use the services of The 
Controllers Institute to secure such in- 
formation as may be helpful in deal- 
ing with the practical questions of 
business with which the controller has 
to deal almost daily and with which he 
should be well acquainted. 

In an endeavor to secure as much 
light as possible on the many prob- 
lems with which the controller is faced 
The Controllers Institute has secured 
from its members a list of some of the 
more important questions that have 
presented themselves up to the present 

(Continued on page 48) 











Recent Decisions by Federal Agencies 
of Interest to Controllers 


Three to Two Decision by Securities and Exchange Commission on 
Subject of Amortization of Bond Discount To Be Followed by More 
Detailed Statement of Views of Individual Commissioners—Balance 
Sheet Value of Security Investments—Article by G. Kissy Munson. 


R. G. KIBBY MUNSON, the 

author of the article that fol- 
lows, is the legal representative of 
THE CONTROLLERS INSTITUTE OF 
AMERICA, at Washington. He is a 
member of the firm of Hitt & Mun- 
son. The decisions of the courts and 
of the commissions which are dis- 
cussed will prove, it is believed, of 
exceptional value to controllers and 
other corporation officials. 


—THE Epiror. 


Amortization of Bond Discount 


On November 21, 1934, the Securi- 
ties and Exchange Commission decided 
to make effective as of that date the 
registration statement of Northern 


States Power Co. (Minnesota) cover- 
ing $10,000,000 refunding mortgage 


bonds, 5% series due 1964. The de- 
cision was not unanimous, however, 
and the Commission in its announce- 
ment stated that the circumstances 


giving rise to the difference of opinion 
among the commissioners were, gen- 


erally speaking, as follows: 


In 1924 the Company had on its books 
more than $8,000,000 of unamortized bond 
discount and expense. In that year it wrote 
up its fixed capital and investment ac- 
counts approximately $15,876,596 on the 
basis of an appraisal by an affiliate, credit- 
ing about $7,784,949 thereof to a Retire- 
ment Reserve and about $8,091,647 to a 
Capital Surplus Account. Thereupon it 
charged off during 1924 and 1925 
$8,070,208 which was substantially all of 
its then unamortized bond discount and 
expense to the Capital Surplus Account 
and thereafter to that extent made no an- 
nual charges against earnings or earned 
surplus for amortizing said discount and 
expense. 


Three of the commissioners thought 
that these circumstances were suff- 
ciently disclosed in the registration 
statement and prospectus as amended, 
while two thought that adequate dis- 
closure and treatment required that the 
balance sheets, the earnings, the 
earned surplus accounts and statements 
of dividends paid should be restated 
and should be accompanied by a state- 
ment of the company’s past accounting 
practices. It was also announced that 
a more detailed expression of the cir- 
cumstances and of the views of the 
majority and minority would be filed 
and made public at an early date. This 
had not been done up to the end of 
January; consequently the views of 
the individual commissioners are not 
yet available for study. 

The disclosure referred to in the 
Commission’s announcement was con- 
tained in the auditor’s certificate, and 
after disclosing the facts regarding 
the appraisal in 1924, the inclusion of 
certain acquisitions, and the resulting 
credits to Retirement Reserve and 
Capital Surplus, the certificate recited 
the fact that substantially all of the 
then unamortized debt discount and 
expense of the company was charged 
off during 1924 and 1925 against the 
Capital Surplus arising from the ap- 
praisal. The certificate then recited 
what had been the company’s prior 
practice in making annual charges to 
income designed to provide for the 
amortization of debt discount and ex- 
pense over the lives of the respective 
issues, and went on to say that upon 
that prior basis “the charges against 
income for amortization of debt dis- 
count and expense would have been 
increased by approximately $321,000 


for the year 1931, $297,000 for the 
year 1932, $299,000 for the year 1933 
and $190,000 for the eight months 
ended August 31, 1934, the total ad- 
ditional charges against income for 
the period prior to August 31, 1934 
would have aggregated approximately 
$5,270,000, approximately $2,800,000 
of the $8,070,208.16 would have re- 
mained to be amortized over future 
years and surplus accounts as of 
August 31, 1934 would have shown 
a debit balance of approximately 
$1,104,000 for earned surplus and a 
credit balance of $8,091,647 for the 
capital surplus arising from the re- 
valuation of fixed assets and invest- 
ments.” 

Also, the effect upon the consoli- 
dated financial statements of the com- 
pany and its subsidiary companies by 
charging off substantially all the then 
unamortized debt discount and ex- 
pense of the companies included 
therein during 1924 and 1925, was 
set out in the auditor’s certificate to 
the consolidated statements. 


Supreme Court Also Rules 

Less than two weeks after the Se- 
curities and Exchange Commission had 
announced its decision regarding the 
Northern States Power Company's 
registration statement, the United 
States Supreme Court on December 
3, 1934, handed down a decision in 
Helvering v. Union Pacific Railroad 
Company, 79 L. ed. (adv. 145), hav- 
ing a direct bearing on the question of 
amortization of debt discount and com- 
missions paid or allowed on an issue of 
bonds. While that decision involved a 
question of Federal income taxes, it 
was based not upon any specific pro- 
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visions of the 1918 or 1919 Revenue 
Acts involved, but upon accounting 
theory, which the Court discusses as 
follows: 

“Both commissions and discount, as the 
Government concedes, are factors in arriv- 
ing at the actual amount of interest paid 
for the use of capital procured by a bond 
issue. The difference between the capital 
realized by the issue and par value, which 
is to be paid at maturity, must be added to 
the aggregate coupon payments in order 
to arrive at the total interest paid. Both 
discount and commissions are included in 
this difference. If the difference be viewed 
as a loss resulting from the funding opera- 
tion, it is one which is realized only upon 
the payment of the bonds at maturity. 

“But even if the commissions, unlike 
discount, may, as the Government insists, 
be regarded as a contemporary expense of 
procuring capital, it is one properly charge- 
able to capital account. In practice it is 
taken out of the proceeds of the bonds by 
the banker. But in any case it must be 
deducted from the selling price to arrive 
at the capital realized by the taxpayer 
from the sale of the bonds, in return for 
which he must, at maturity, pay the face 
value of the bonds. The effect of the 
transaction in reducing the capital realized, 
whether through the payment of commis- 
sions or the allowance of discount, is the 
same.” 


The Court then went on to compare 
the commissions on the sale of bonds 
with the brokerage commissions paid 
on the purchase or sale of property, 
and then showed how they differ from 
such brokerage commissions because 
they reduce by their amount the capital 
realized by the issuer from the bond 
issue and came out of its pocket only 
on payment of the bonds at maturity, 
and went on to say that ‘the revenue 
acts, as they have been interpreted by 
this Court and the treasury regulations 
upon this and related subjects, require 
that this difference between receipts 
and disbursements of the taxpayer 
should, in some form, enter into the 
computation of his taxable income. It 
is a loss to the taxpayer, definite as to 
its date and amount, and represents a 
part of the cost of the borrowed capital 
during each year of the life of the 
bond issue. Cf. United States v. An- 
derson, 269 U.S. 422, 70 L. ed. 347, 
46 S. Ct. 131, supra. At least where 
the taxpayer's books are kept upon the 
accrual basis, its final disbursement 
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may be anticipated by amortization 
and the amortized amount deducted 
annually from his gross income.” 

On the same day the Supreme Court 
handed down two other decisions, 
namely, Old Mission Portland Cement 
Co. v. Helvering, 79 L. ed. (adv. 
170), and Gulf, Mobile & Northern 
Railroad Co. v. Helvering, 79 L. ed. 
(adv. 174), involving the amortiza- 
tion of bond discount. In the last two 
cases the bonds of one company were 
owned by an affiliate, the income of 
both companies being included in a 
consolidated return. In those cir- 
cumstances the Court pointed out that 
the payment of bond discount an- 
ticipated in the computation of tax- 
able income, is from one affiliate to 
another, an intercompany transaction. 
The Court held that by analogy with 
the situation in which a corporation 
had purchased its own bonds before 
maturity, ‘‘so could not afterwards de- 
duct, from gross income, the amortized 
discount on the bonds, in anticipation 
of their payment at maturity,” ‘‘this is 
equally the case where the obligor and 
obligee ate affiliated corporations 
claiming the benefit of a statute which 
permits them to compute their tax as 
though they were one.” 

The effect of the last two cases is 
that charges to unamortized bond dis- 
count should not properly be made in 
consolidated profit and loss accounts 
when the bonds are held by an affiliate 
included within the consolidated state- 
ment or repurchased and kept alive by 
the issuing corporation. 


Charge Against Earned Surplus 

Another pertinent comment on the 
treatment of bond discount appears 
in a pamphlet entitled “Reports to 
Stockholders,” which was developed 
by T. H. Sanders, Ph.D., Professor of 
Accounting in the Harvard University 
Graduate School of Business Admin- 
istration, and sponsored by the Com- 
mittee on Statistical Reporting and 
Uniform Accounting for Industry, 
composed of Walter S. Gifford, chair- 
man, Pierre S. du Pont, and William 
A. Harriman. That report has this to 
say on page 16: 


“Discounts on bonds issued are a form 
of deferred charge, and may be shown as 
such on the assets side of the balance sheet. 
They represent an additional interest charge 
operative throughout the life of the bonds, 
and should therefore be written off against 
earnings by appropriate annual _install- 
ments during that period. Conservatism 
sometimes leads to their being charged off 
in advance of maturity of the bonds to 
which they relate, and such action should 
be indicated when taken. In such cases, the 
charge for writing off unamortized bond 
discount should be against earned sur- 
plus.” 

Balance Sheet Value of Security 

Investments 

Of an entirely different character, 
but still of interest to the controller, 
was the decision on November 16, 
1934, of the Interstate Commerce 
Commission authorizing a loan from 
the Reconstruction Finance Corpora- 
tion of $3,182,150 to the Denver & 
Salt Lake Western Railroad Company. 
In this decision the Commission ap- 
proved the purchase, with funds 
loaned by the Reconstruction Finance 
Corporation, of not to exceed 20,530 
shares of the capital stock and/or vot- 
ing trust certificates of the Denver & 
Salt Lake Railway Company at a price 
of $155 per share, stock which the 
Commission had said in its decision in 
Denver & Rio Grande Western Rail- 
road Company Reconstruction Loan, 
decided September 10, 1932, and te- 
ported at 187 I. C. C. 399, was ac- 
corded a balance sheet value of $102 
per share. 

It appears that on December 2, 
1930, the Interstate Commerce Com- 
mission in its decision in Denver & 
Salt Lake Railway Company Control, 
reported at 170 I. C. C. 4, approved 
the acquisition by the Denver & Rio 
Grande Western Railroad Company of 
control of the Denver & Salt Lake 
Railway Company by the purchase of 
additional shares of its capital stock 
at $155 per share, giving it 57.94 per 
cent. of the total outstanding, and in 
approving the purchase the Denver & 
Rio Grande Western was required to 
purchase at the same price all addi- 
tional shares of minority stock offered 
(173. L.1..6. 3G}. 

At that time it was stated that the 
figures in the balance sheet of the Den- 
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ver & Salt Lake Railway Company in- 
dicated a book value of approximately 
$130 per share. The Commission also 
pointed out that its own valuation of 
the properties owned and used by the 
Denver & Salt Lake Railway Company, 
plus net additions and betterments, 
also indicated a value of approximately 
$130 per share. In 1929, however, the 
net income of the road had equaled 
$12.20 per share, the total having 
changed from a deficit of $131,875 
in 1927 to a net income of $610,068 
in 1929. From $610,068 in 1929, 
however, the net income had dropped 
to $3,946 in 1932 and $4,146 in 
1933. 

It appears from the Commission's 
decision that all of the capital stock of 
the Denver & Salt Lake Western Rail- 
road Company is owned by the Den- 
ver & Rio Grande Western Railroad 
Company and its railroad operated by 
the latter company under a lease. Out 
of the total of 50,000 shares of stock 
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of the Denver & Salt Lake Railway 
Company the Denver & Rio Grande 
Western had by October, 1934, pur- 
chased 29,470 shares at $155 per 
share, and it was under obligation to 
purchase all of the remaining 20,530 
shares tendered by minority stock- 
holders, of which 18,888 had already 
been tendered. The Denver & Salt 
Lake Western Railroad Company and 
its parent, the Denver & Rio Grande 
Western Railroad Company recited 
they were unable to obtain the neces- 
sary funds from other sources, and so 
sought a loan from the Reconstruction 
Finance Corporation to carry out the 
obligation. 

Not only is it interesting to note that 
the Federal Government loaned money 
to purchase at $155 per share capital 
stock up to approximately 42 per cent. 
of the total outstanding, which had a 
balance sheet value of $102 per share, 
but under the provisions of the Inter- 
state Commerce Commission’s Uni- 
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form System of Accounting for Steam 
Roads the purchasing company car- 
ries its investment in the securities of 
other railroads at cost to it,! so that in 
this case the investment of the pur- 
chasing company would be carried on 
its books at $155 per share. This would 
be true in other cases in which the 
Interstate Commerce Commission has 
authorized acquisitions of railroads and 
telephone companies by the purchase 
of capital stock at more than its bal- 
ance sheet value. 
—G. Kipspy MUNSON. 


*The same was true with respect to the 
acquisition of telephone company stock 
under the Interstate Commerce Commis- 
sion’s Uniform System of Accounting for 
Telephone Companies (now subject to the 
Federal Communications Commission). 

* See Control of Beaver, Meade & Engle- 
wood Railroad Company, 158 1. C. C. 219; 
Fort Worth Belt Railway Company Con- 
trol, 187 1. C. C. 88; Petersburg Telephone 
Company Control, 166 I. C. C. 101; and 
Orange County Telephone Company Con- 
trol, 166 I. C. C. 430. 


Management, Controller, and Public 
Accountant Form Effective Triangle 


How Controller May Put Company's Records Above Attack on Ground of Inaccu- 
racy Described by Major J. CALVIN SHUMBERGER, President of CONTROLLERS INsTI- 
TUTE OF AMERICA—Outlines Happy Combination that Produces Satisfactory Results. 


A~ combination composed 
of the management, the con- 
troller, and the public accountant, 
which produces accounts and reports 
which are above attack, was described 
by Major J. CALVIN SHUMBERGER, 
president of THE CONTROLLERS IN- 
STITUTE OF AMERICA, 7 a paper pre- 
sented before the BOSTON CONTROL 
of THE INSTITUTE on January 22. 
The article that follows is a reproduc- 
tion of the paper. —THE EpiTor. 


Expansion of the functions of the 
controller has been taking place with 
extreme rapidity during the past three 
years. There had been a_ steady 
growth in the responsibilities placed 


on the controller for a number of years 
prior to 1931, but added impetus was 
given to this growth by Federal and 
state legislation and new regulatory 
measures, which placed on the con- 
troller, as well as on other officers of 
corporations, additional burdens. 
Those who have been writing the 
laws which regulate the conduct of 
business, the setting up of corpora- 
tions, the offering of securities to the 
public, the preparation of tax returns, 
and other functions, have been search- 
ing for years for some group on whom 
to place ultimate responsibility for 
the correctness and trustworthiness of 
corporate records and reports. It was 
felt that the man or men on whom 


ultimate responsibility must be placed 
would be found within the ranks of 
the corporate officials. It is but a nat- 
ural development that those who have 
been writing the new legislation to 
control business activities should 
finally turn to the controller, the man 
who plans and keeps records, and who 
prepares reports to the owners of 
business and to regulatory and taxing 
bodies. The Government and investors 
have demonstrated clearly that they 
are in search of fact, the whole truth. 

When functioning as an elective of- 
ficer, the controller of 1935 is in a 
powerful position to prove the fact 
whenever required and by whomso- 
ever demanded. This argument has 
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force when applied to modern ap- 
proved accounting principles, and also 
to properly defined regulations of tax 
laws—Federal, state and local. 

The thought that stands out promi- 
nently in my mind deals with the ma- 
jority of those in business who want 
to be honest and who devote their 
time and intelligence to solving their 
problems honestly. To do that these 
men spend time unnecessarily and 
much money. When business trans- 
actions are recorded thus sincerely, the 
question arises, how can I prove this 
fact to my fellow men? The honest 
business man should be relieved of 
suspicion. The problem of the con- 
troller is, how can I raise my corpora- 
tion above suspicion? It can be done. 

Webster defines a fact as a thing 
done, an event, occurrence, quality or 
relationship, the quality of being ac- 
tual, as—a question of fact. It is this 
definition as it applies to business that 
I desire to keep in mind. 

May we assume that the business 
transaction is completed, the record 
made, the accounts in proper form, all 
accomplished in compliance with the 
best known accounting principles, 
laws and regulations. In such a posi- 
tion no controller needs to quake 
when required to submit his records 
to any court of inquiry. 

There is but one type of controller 
to whom I desire to direct your atten- 
tion in this discussion. He must be a 
strong contact man with sufficient 
years of training back of him to en- 
able him to coordinate and organize 
the accounting features of all depart- 
ments of his company in such a com- 
plete manner as to secure the most 
definite and refined results obtainable. 

Internal audits are a part of the ma- 
chinery of the controller's department. 
Every conceivable avenue of recording 
should be checked by the controller’s 
auditors for accuracy, compliance, reg- 
ulations, deception, ignorance, econ- 
omy, and the like, as the current work 
progresses. 

After the accounting in all depart- 
ments of his company has been organ- 
ized and equipped with modern 
forms, modern machines for calculat- 


The Controller, February, 1935 


ing, the controller directs his attention 
to the personnel having charge of ac- 
counting records of every department, 
whether mechanical, manufacturing, 
pay, or statistical. Without any effort 
to the controller the daily routine will 
be properly taken care of by the organ- 
ized body, and the facts gleaned and 
recorded for final consummation. 

By final consummation is meant 
facts sufficiently true for statements 
to be submitted monthly as well as 
annually to the president, the Board of 
Directors, the heads of departments re- 
quiring them, or for budgets, balance 
sheets, questionnaires, or tax returns. 

It will be recognized that while ac- 
counting and auditing are but a part 
of the many duties and responsibili- 
ties of the controller, the correct per- 
formance of those duties leads natu- 
rally to the various other fields of 
work, and to other responsibilities, 
which have come to be recognized as 
within the province of the controller. 

Regarding the volume of work re- 
quired, it can quite readily be seen 
that it would be humanly impossible 
for one person to coordinate the de- 
partments and install the most modern 
forms and equipment in a manufac- 
turing company having business enter- 
prises in different states, much less 
those which also manufacture in for- 
eign countries. 

In organizing the books, records 
and equipment of the various sub- 
divisions of a large corporation where 
the volume is too great for the con- 
troller, he should employ the same 
firm of accountants who audit the 
books and records annually and cer- 
tify to them, to aid him in setting up 
his organization as modern in every 
detail as the year 1935 enjoys. 

At this point, a most beautiful rela- 
tionship between the professional ac- 
countant and the controller is intro- 
duced. Happy is the controller and 
happy is the firm of accountants, when 
employed by a corporation that not 
only desires but insists on possessing 
the most modern systems and equip- 
ment, and above all, the absolute truth. 

There has been much discussion 
with respect to uniform methods of 


accounting and the desirability of first 
establishing them, and then of intro- 
ducing them into general use. There 
is much merit to that thought, but we 
must not lose sight of the fact that 
there have been interesting and valu- 
able developments of new principles 
of accounting in recent years, which 
were brought about largely through 
the demands for more informative and 
complete reports of the activities of a 
business, and of the results of opera- 
tions. May we not look forward to a 
continuation of this progress in im- 
proving accounting theory and _prac- 
tice? May we not expect within the 
years that lie just ahead still further 
developments along the lines of im- 
provement and progress ? May we not 
look hopefully to a solution satisfac- 
tory to all interests of the accounting 
problems which today are regarded as 
unsolvable? May we not hope, there- 
fore, that before standard forms of ac- 
counting are crystallized and fixed, 
and urged upon business for adoption 
and general use, that we may see some 
of today’s problems solved by and as 
the result of careful studies on the part 
of the controller in conjunction with 
other individuals and organizations 
concerned with the same problems ? 

There is perfect coordination be- 
tween honest management, the con- 
troller, and the firm of public ac- 
countants, of many corporations. The 
corporate officers, including the di- 
rectors, are not passing, and cannot 
pass if they desire, all responsibility to 
the controller. The controller can- 
not pass his responsibility either to the 
management or to the public account- 
ant. Neither can the public accountant 
evade his responsibility, regardless of 
the wording of his certificate. If he 
can, his certificate is worthless. 

The corporation, the inside account- 
ant, whose official title is that of 
controller, as well as the public ac- 
countant, are all responsible to the 
stockholder and to the Government, 
whether Federal or local, and each 
one should assume his own obligation. 

It may be well to call to mind that 
many experienced accountants, whether 
in public practice or as a controller, 
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know of instances wherein account- 
ants do not fully agree. Our modern 
accounting organizations can aid in 
this very important work by coming 
to an agreement at an early date on 
subjects that vary. Likewise, the tax 
laws and regulations should be more 
clearly defined by Federal and state 
governments before the laws become 
effective. A large part of the cost 
of accounting procedure is due to 
these unsettled, indefinite rules. Again, 
unless the rules of the game are defi- 
nite, many borderline cases will require 
years for adjustment and settlement. 

When taxing authorities become 
definite in their demands, public ac- 
countants can be in agreement and 
more specific in their decisions and re- 
quirements as the current work de- 
velops. Economy can then be prac- 
ticed to a high degree, and confidence 
in the controller will increase. 

During the depression, perhaps 
more than at any prior time, corpora- 
tions were confronted with transac- 
tions never before known. Guessing 
at such entries should not be tolerated. 
Before making these new entries 
(new to the accounting firm also), 
involving a large sum of money, the 
controller who has a high regard for 
his accounting firm will invite the 
principals to a conference for final 
agreement. 

With the coordinated support of his 
public auditors, such as that described 
above, the controller possesses power 
—power to prove his records to be 
correct. A controller of vision will 
not attempt to record a new entry 
until he can visualize the effect of the 
entry on his final balance sheet and 
be assured that it will be approved 
by his public auditors. 

May we use a manufacturing com- 
pany to illustrate more conclusively 
our point ? 

Times have changed very materially 
in the last twenty years, years now in 
the discard. Instances can be recalled 
in which it was definitely felt by the 
management that unless the annual 
auditor could change the profit and 
loss account materially, his bookkeeper 
was as efficient as the auditor, hence, 
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there would be no need for re-employ- 
ing the auditor. Today, time and fact 
are vitally important. Companies do- 
ing manufacturing in many of the 
different states of the Union have true 
costs, a true profit and loss account 
and a complete balance sheet, abso- 
lutely true, before the tenth of the 
succeeding month. The facts are there- 
fore currently afforded the stockholder 
as well as to the management. 

The owner of a fine watch kept in 
repair enjoys a degree of confidence 
and pride because he is assured of 
perfect time; but it cannot compare 
with the assurance, trust, and pride en- 
joyed by the management or the stock- 
holder of a corporation whose con- 
troller and public accountant afford 
him such proof of fact as herein de- 
scribed. 

After the close of the year a search- 
ing and complete audit of all records 
and transactions is made by the ap- 
proved firm of public accountants, 
certifying to the fulfilment of all re- 
quirements of the duties of the con- 
troller in establishing the data and fig- 
ures shown by the final records as fact as 
near as it is in their power to do so. 

A controller who functions in this 
manner need not hesitate to contact, 
directly, the Federal Government or 
any state government on matters of 
accounting and taxes. He is the prac- 
tical man who has tested all theories 
through the fire of experience. He is 
the inside man; he knows what his 
books contain. Assurance afforded the 
directors and officers on whom respon- 
sibilities are placed by the Securities 
Act and the Securities Exchange Act, 
that their records are kept in the best 
possible manner and are supported 
currently during the year by public 
accountants, must be most satisfying. 
It is also gratifying to know that the 
firm of accountants is not running 
away from, but, on the other hand, 
is assuming reasonable responsibility 
with the controller, the officers and 
directors of the corporation in their 
attempt to keep the records clear and 
true. 

The Institute is in a splendid posi- 
tion to aid Federal, state, and local 
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governments in proving the imprac- 
tical, as well as proving the practical 
working of new theories. It stands 
ready to continue this service. We 
are in a position to do so and we are 
willing to prove the fact to the ofh- 
cers of our corporation, to the stock- 
holder, and to all taxing authority. 


NEW RULES AS TO 
PROSPECTUSES 


In accordance with amendments of 
the instructions covering issuance of 
prospectuses, approved by the Securi- 
ties and Exchange Commission on 
February 1, 1935, it is now permitted 
to omit from a prospectus, the fol- 
lowing items: 


(a) The Facing Sheet; 

(b) Ph Calculation of the Registration 

ee; 

(c) The following items of the Registra- 
tion Statement proper: 

Item 4 (a); Columns D, E, F, G, H and 
I of Item 9A; Columns D, E, F and G of 
Item 10A; Columns D and E of Item 11A; 
Columns B and C of Item 12A; informa- 
tion set forth in answer to Item 13A sim- 
ilar to that which may be omitted as to 
Items 9A, 10A, 11A and 12A; Item 14; 
Items 18 and 19 other than as to securi- 
ties to be offered; Items 20, 23, 27 (a) 
and 27 (b); Item 30 other than as to di- 
rectors and principal executive officers: 
Items 31, 34, 36, 37, 38, 41, 43 and 46; 
any item not set forth above, other than 
Items 7 and 21, as to which the answer 
is in the negative; 

(d) The enumeration of contents of the 
Registration Statement; 

(e) The Signatures and the Consents of 
Experts ; 

(f) All schedules to the respective finan- 
cial statements other than: 

(1) Schedule VII, which schedule, how- 
ever, may be expressed in condensed or 
summarized form if containing numerous 
items; 

(2) The information required by Col- 
umns B and C of Items 1, 2 and 5 of 
Schedules VIII, and that required by foot- 
note (2) of Schedule VIII, which infor- 
mation shall be set forth by an opposite 
note to the respective Profit and Loss State- 
ment; and 

(3) The information required by Note 
(1) (c) of Schedule III and Note (1) (b) 
of Schedule V. 

(g) All financial statements and schedules 
of any unconsolidated subsidiary the 
total assets of which, as shown by its 
latest balance sheet filed with the 
registration statement, amount to less 
than 15 per cent. of the total assets 
of the registrant and its consolidated 
subsidiaries as shown by the latest 
consolidated balance sheet filed with 
the registration statement; 

(h) All exhibits. 





REVIEWS of Current Business Publications 


PRINCIPLES OF ACCOUNTING—VOL- 
UME 2, by H. A. Finney, Ph.B., C.P.A. 
Prentice-Hall, Inc., New York City. 600 
pages. Price $5. 

This is the first revised edition of a 
well-known book that has been popular 
as a text and reference book during the 
past eleven years. Those familiar with 
the original edition will find considerable 
change in the text and sequence of sub- 
jects in this new volume. 

The first five chapters deal with part- 
nerships. The subject is covered in de- 
tail, from the problems of organization 
through those of liquidation and unpaid 
liabilities. The next seven chapters deal 
with venture accounts, insurance, state- 
ments of affairs, receiver's accounts, reali- 
zation and liquidation accounts, statement 
of realization and liquidation operations, 
and branch accounting. At this point the 
author devotes some two hundred pages 
to that branch of accounting which has 
grown so during the last decade—parent 
company and subsidiary accounting. It 
is discussed as of the date of acquisition, 
and under various conditions that exist 
between parent and subsidiary companies 
after acquisition. Nearly every possible 
type of intercompany transaction is taken 
up separately. This section is concluded 
with a thorough discussion of consoli- 
dated forms for the various standard 
financial statements. 

The next few chapters bring in the 
subjects of mergers and foreign exchange, 
estates, trusts and budgets. Chapter 58 
takes up what the author calls public ac- 
counts. It covers, as well as a book of 
this character can, the special field of ac- 
counting in governments and government 
institutions. This chapter will be of par- 
ticular interest to many because of the 
vast increase in recent months of the 
number of government agencies and the 
amount of government expenditures. The 
last two chapters cover briefly the sub- 
ject of bank accounting and stock broker- 
age accounting. ; 

The text covers six hundred pages 
which is, in itself, a good sized book, and 
to this is appended more than two hun- 
dred pages of questions and problems. 
The book is abundantly supplied with 
illustrations that materially aid the reader 
or student in interpreting the text. 

The publishers are to be commended 
on the physical make-up of the book, 
especially the size of type used. It is easy 
to read, which is always a valuable fea- 
ture in a textbook. And the author is 
to be commended for again giving to 
the student and quasi-student a valuable 
and reliable accounting text. 

Reviewed by Wm. HERBERT CARR. 


THE SECURITIES EXCHANGE ACT OF 
1934 ANALYZED AND EXPLAINED. 
By Charles H. Meyer. Francis Emory Fitch, 
Inc., New York. 251 pages. $2.50. 
Those whose activities are concerned with 
security markets are now confronted with a 
startlingly new phase of government regu- 


lation. That this legislation will be subject 
to varying judicial opinions is certain. In 
the meantime, those affected are subject to 
the law, with all its penalties, both civil 
and criminal. It is to assist in the inter- 
pretation of the statutes that the author 
directed his efforts. 

Mr. Meyer is a member of the New York 
Bar and the author of several works bear- 
ing on the legal aspects of activities of 
those in the brokerage field and has again 
demonstrated his intimate knowledge of 
the workings of that business. His presenta- 
tion is the first and only complete work to 
date. There is no question but that the ap- 
pearance of such a volume fills a need 
sorely felt. Not alone is it of value to the 
officers and directors of corporations whose 
securities are listed, but to those contemplat- 
ing new flotations or financing. It should 
be of inestimable service to everyone en- 
gaged in trading on a marginal basis for 
the subject of marginal requirements is am- 
ply explained. 

Essentially a legal interpretation of a 
measure that is an experiment in a new field 
and its success dependent upon trial, the 
views expressed cannot be other than those 
of the author. While the author believes 
his explanations to be sound, he recognizes 
the fact that there can be honest and in- 
telligent differences of opinion and _ that 
views expressed are all subject to eventual 
judicial construction. Consequently, the 
reader is cautioned against accepting this 
volume as a substitute for competent legal 
opinion when the necessity arises. 

Divided into two parts, each commences 
with a summary of the particular act under 
review and the reader is advised to cover 
this thoroughly as a preparatory step before 
entering into the more detailed expositions 
that follow. There then follows the act, 
section by section, with a careful analysis 
and thorough explanations. 

Considering the length of the two statutes 
and their detailed and technical elaboration, 
by careful condensation, studied lucidity 
and avoidance of partiality, it has been 
possible to bring within the scope of this 
volume a thorough and easily read exposi- 
tion of the securities laws, with many wise 
observations and enlightening comments. 


Reviewed by A. S. VAN BENTHUYSEN. 


SURVEY OF CONTEMPORARY ECO- 
NOMICS, by Norman S. Buck, Chairman 
of the Division of Economics at Yale Uni- 
versity. Thomas Nelson & Sons, New 
York, 846 pages. $3. 


The subject matter contained in this 
survey is compiled principally from publi- 
cations by the author appearing in The 
New York Times. 

Beginning with Chapter 1 on the ‘“De- 
pression,’ which outlines the causes and 
the social trends arising therefrom, it 
deals with the shifting of productive eco- 
nomic activities from a prior period to 
present-day conditions, taking into con- 
sideration the movement in rural and 
urban population. From this discussion, 
industrial development, through inven- 
tions and the increased improvement in 
machinery and industrial procedure, is 
outlined carrying through to present-day 
unemployment, as a result of which the 
Government is taking a hand in the hope 
of controlling the distribution of em- 
ployment and wealth. 

Statements are prepared, supported by 
statistics showing that the estimated de- 
pression cost to the nation from 1930 to 
1933 was $108,000,000,000. A chrono- 
logical record of outstanding events from 
January 1, 1932 to March 4, 1933, when 
the change in administration became ef- 
fective, is presented, leading up in grad- 
ual stages to the bank moratorium. Presi- 
dent Roosevelt's inaugural address is 
detailed. 

The next chapter, on ‘Money and 
Banking and the Price Level,” outlines 
the cause of the collapse of many of the 
banks with a chronological summariza- 
tion of subsequent developments, indi- 
cating that the total number ‘of banks 
open and unrestricted at June 30, 1934, 
was approximately 15,600. 

The price influence in the devaluation 
of the dollar is comprehensively dis- 
cussed, and managed currency described. 
The activities of the Reconstruction Fi- 
nance Corporation are outlined and the 
assistance it has given is explained. The 
relation of the dollar in foreign exchange, 
as a result of raising the gold value in 
the dollar and the effect of the devalued 
dollar is interestingly clarified. 

The next chapter, “The Farm Relief 
Problem,” in sequential outline is a most 
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comprehensive analysis of our agricul- 
tural structure and presents to the lay- 
man an intelligent review of the effect 
that farm prices and conditions have on 
our national economic plan. Any one 
reading this chapter should be impressed 
with the subject, little of which is gen- 
erally known. 

The next chapter deals with ‘The In- 
dustrial Problem.” Starting with the ob- 
jectives of the NRA, as outlined in Gen- 
eral Johnson’s recovery act speech, the 
various codes are discussed, which con- 
trol labor and prices. Reference is made 
to the errors of omission and commission 
and the objectives of the various codes 
under NRA. Very interesting! 

The next chapter is on the “Problems 
of Unemployment and Economic Secur- 
ity,” which outlines the purposes of the 
various relief measures and the establish- 
ment of relief administration, separated 
into the various activities dealing with 
the CCC, CWA, PWA Divisions exten- 
sively. Highly debatable! 

The next chapter is on the much dis- 
cussed “Clause 7A” in the National In- 
dustrial Recovery Act covering labor or- 
ganization and collective bargaining. This 
chapter is highly informative and after 
having read it carefully it is apparent 
that industry and labor continue to be 
far apart and that the question of the 
open or closed shop will continue to be 
a subject for future dispute. 

The next chapter covers “Public Utili- 
ties and Organized Exchanges.’ The so- 
called abuses of the Stock Exchange and 
drastic revision of past practices are dis- 
cussed. The benefits from the Securities 
Act are emphasized and a better con- 
trol of public utilities and railroads are 
clearly outlined. 

This chapter is followed by the sub- 
ject “Public Finance’ and deals with gov- 
ernmental income and expenditures, taxa- 
tion, budgets and the national debt. It 
is a most comprehensive lesson in gov- 
ernmental finance and after careful read- 
ing should convince taxpayers that to 
balance the budget governmental expen- 
ditures must be curtailed. The net debt 
of the federal government increased 
1,769 per cent. from 1913 to 1932. Gen- 
erations to come seem bowed under debt. 

The next chapter, “Foreign Trade Pol- 
icy of the United States,” deals with the 
tariff and the effect of foreign trade on 
American industry. 

The last chapter, “The Problem of So- 
cial Control,’ analyzes rugged individ- 
ualism and leads us from the frontiers- 
man and old-time farm population and 
industrial progress throughout the years 
to the social economics of the new deal. 

This book is highly informative, pre- 
senting in intelligent condensed sequence 
the problems facing the American people. 
It should be read by every intelligent 
thinking citizen. 


Reviewed by THoMas L. Evans. 


THE JOURNAL OF CALENDAR RE- 
FORM. Published by The World Calen- 
dar Association, Inc., New York. 48 pages. 


This issue of The Journal of Calendar 
Reform presents a series of articles de- 
scriptive of the progress that is being 
made by the various organizations 
throughout the world which are devoting 
their efforts to reforming the calendar. 
The World Calendar Association favors 
adoption of the world calendar, which 
divides the year into four quarters, in 
each of which two of the months have 
thirty days, and one thirty-one. The 
quarters also comprise thirteen weeks, 
or ninety-one days, of which thirteen 
days are Sundays and seventy-eight are 
week days. Each month has twenty-six 
week days. There is, in addition, a 
Year-End Day, which follows December 
30 each year, and in leap years a Leap- 
Year Day is inserted following June 30. 
Year-End Day is considered as an extra 
Saturday between December 30 and Jan- 
uary 1, and it is recommended that Year- 
End Day, and Leap-Year Day when it 
occurs—which also falls on the day fol- 
lowing Saturday, or an extra Saturday— 
be considered by the United States as 
holidays. 

Advantages of the World Calendar are 
set forth briefly as follows: “The revised 
twelve-month year in its even quarters 
conforms to the seasons, recognizing nat- 
ural laws. Comparisons are easily ob- 
tained; changes involved require a mini- 
mum of adjustment; expenses are not 
increased for business and the consumer; 
religious and secular holidays are stabi- 
lized, and the transition from the old to 
the new order is made easy by the reten- 
tion of the twelve-month year.” 

A page of editorial paragraphs taken 
from newspapers of this country is in- 
cluded in this issue of The Journal of 
Calendar Reform. One paragraph calls 
attention to the fact that thirty-six differ- 
ent proposals for a new calendar have 
been brought to the attention of German 
committees, but just one is being given 
any important support. It is the one 
similar to the proposal known in the 
United States as the world calendar. 

A quotation is given from the New 
York Herald-Tribune as follows: 

‘For 2,000 years the world has suf- 
fered, in its calendar, from one Roman 
Caesar’s ignorance and another's reckless 
vanity. The Julian year is full of lop- 
sided months which support the calendar- 
printing industry and make hash out of 
bookkeeping.” 

The Journal constitutes an interesting 
record of the campaign that is being 
waged for calendar reform. 


Reviewed by ARTHUR R. TUCKER. 


RULES ON TEMPORARY 
REGISTRATION AMENDED 


The Securities and Exchange Commission 
on January 19, 1935, amended Rule KC1 
so as to make clear that during the period 
of temporary registration, issuers of se- 
curities temporarily registered were not 
under an obligation to file with the Com- 
mission documentary material sent by these 
issuers to their stockholders and others. 
Considerable misapprehension has existed 
as to the operative effect of Rule KC1, as 
originally promulgated, not only as to the 
obligation to file these documentary ma- 
terials, but also as to the liability attendant 
upon such filing, and the nature of the ma- 
terial whose eventual filing was originally 
contemplated. Moreover, needless matter 
was being filed by issuers of securities pur- 
suant to this misapprehension as to the 
nature of the rule. 

To effect the same policy of keeping the 
Commission’s files clear of much unneces- 
sary material, the Commission amended 
Rule JF4, by the deletion of the last sen- 
tence, with the effect that exchanges are no 
longer required to file copies of reports 
and financial statements relating to issuers 
of securities admitted to unlisted trading 
privileges. The action of the Commission 
follows: 

Rule KC1, promulgated August 13, 1934, 
is hereby amended to read as follows: 


Rule KC1. Exemption of securities regis- 
tered pursuant to Rule JE1 and issuers 
thereof from Section 13. Notwithstanding 
any provisions contained in applications for 
registration on Form 2, every security reg- 
istered pursuant to Rule JE1 and the issuer 
thereof shall be exempt from the pro- 
visions of Section 13 for the duration of the 
period of temporary registration of such 
security. 


Rule JF4, promulgated August 12, 1934, 
is hereby amended, by the repeal of the 
last sentence thereof. The amended rule 
reads as follows: 


Rule JF4. Exemption of unlisted secu- 
rities from Sections 12, 13 and 16. Any 
security as to which permission to continue 
unlisted trading on an exchange is effective 
pursuant to Rule JF3 upon application pur- 
suant to Rule JF1 and which is not other- 
wise registered on any national securities 
exchange, and any issuer of such security, 
shall, while such permission is effective, 
be exempt from the provisions of Sections 
12 [except subsection (f) thereof}, 13 and 
16. 


The Commission is now undertaking the 
preparation of new regulations which will 
require detailed reports from issuers of 
securities permanently registered on na- 
tional securities exchanges, 





INSTITUTE ACTIVITIES-COMMUNICATIONS 


THREE VICE-PRESIDENTS AND ONE DIRECTOR ELECTED 
BY NATIONAL BOARD 


The Board of Directors of The Con- 
trollers Institute of America, at a meet- 
ing held January 28, 1935, elected Mr. 
Ernest L. Olrich, controller of Marshall 
Field & Company, Chicago, a member of 
the National Board to fill a vacancy. 
Mr. Olrich’s election is for the remainder 
of the current fiscal year. 

In accordance with the action taken by 
members of The Institute, creating three 
additional vice-presidencies, the follow- 
ing named members of the National 
Board of Directors were elected as Vice- 
Presidents: HERBERT A. GIDNEY, of Pitts- 
burgh, controller of the Gulf Oil Corpora- 


tion of Pennsylvania; BENJAMIN G. SMITH, 
of New York City, controller of E. R. 
Squibb & Sons; F. A. ULMER, of St. Louis, 
treasurer and controller of the. Monsanto 
Chemical Company. 

These vice-presidents are in addition to 
DaniEL H. BENDER, of Chicago, of the 
Utilities Power & Light Corporation; and 
RopNEY S. DurKEE, of New York City, 
controller of the Socony-Vacuum Oil Com- 
pany, Inc. 

These elections and the previously 
elected vice-presidents place one such offi- 
cer in Chicago, St. Louis and Pittsburgh, 
and two vice-presidents in New York City. 


MORE THAN THREE HUNDRED CONTROLLERS HEAR 
ADDRESS BY COMMISSIONER HEALY IN NEW YORK 


Honorable Robert E. Healy, member 
of the Securities and Exchange Commis- 
sion, addressed a dinner meeting on Jan- 
uary 31, 1935, which was arranged by 
the New York Control of The Control- 
lers Institute of America. The dinner 
was attended by more than three hundred 
controllers and other officers of corpora- 
tions and by a large representation of the 
leading firms of public accountants. 

The meeting was held in the Grand 
Ballroom of Hotel Roosevelt and proved 


to be one of the most constructive and 
interesting meetings so far conducted by 
The Institute or any of its branches. 
With but few preliminaries, the meeting 
was turned over to Commissioner Healy, 
who, for one and one-half hours spoke 
continuously, answering questions with 
respect to the administration of the Secu- 
rities Exchange Act of 1934, which had 
been propounded in advance. 

Judge Healy’s remarks are published in 
full in this issue of THE CONTROLLER. 


INSTITUTE AUTHORIZES COMMITTEE TO COOPERATE 
WITH CENTRAL STATISTICAL BOARD 


The National Board of Directors, at a 
meeting held January 28, 1935, author- 
ized appointment by the President of The 
Institute of a Committee to Cooperate 
with the Central Statistical Board at 
Washington, in an effort to coordinate 
the number of requests for information 
made to business concerns and to reduce 
the number of such questionnaires and 
requests for reports. 

Authorization to appoint this Commit- 
tee grew out of the work initiated by the 
Controllers Institute in its Spring Con- 
ference of 1934, when experiences of 
members of The Institute were elicited, 
and out of the additional light thrown on 
this problem by the paper presented at 
the annual meeting of The Institute in 
September, 1934, by Winfield W. Riefler, 
chairman of the Central Statistical Board. 
Mr. Riefler’s paper laid before The In- 
stitute a constructive program which in- 
cludes an attempt to solve problems pe- 
culiarly those of the controller. 


The Institute was invited by Mr. Rie- 
fler to cooperate in the work which is 
being done by the Central Statistical 
Board. 

The Committee will be appointed at 
an early date by President J. Calvin 
Shumberger. 


PRESIDENT SHUMBERGER 
SPEAKS IN BOSTON 


J. Calvin Shumberger, President of the 
Controllers Institute, addressed a meet- 
ing of the Boston Control on January 22 
on the subject, “The Controller's Ability 
to Prove the Fact for His Corporation.” 
Presentation of his paper was followed 
by a discussion of an hour or more in 
which many interesting points of view 
were brought out. 

President Shumberger’s address is pub- 
lished in this number of THE CONTROLLER. 


NEW MEMBERS ELECTED 


At a meeting of the National Board of 
Directors of The Institute held January 
28, 1935, the following were elected to 
active membership in The Institute: 


F. W. ACKERMAN 
Pacific Greyhound Lines, Inc., San Fran- 
cisco. 
LAURENCE W. ALDRICH 
The Croft Brewing Company, Boston. 
JosEPH J. ANZALONE 
The Chesapeake Corporation, Cleveland. 
CHARLES H. BROWN 
Schwabacher-Frey Company, San Fran- 
cisco. 
ALBERT S. CoRSON 
The United Gas Improvement Company, 
Philadelphia. 
WALTER L. EGGERT 
Pacific Manifolding Book Company, Ltd., 
Emeryville, California. 
CLAUDE W. Hupp 
Reynolds Metals Company, New York 
City. 
CHARLES C. JARCHOW 
American Steel Foundries, Chicago 
C. E. McKEE 
The Freedom Oil Works Company, 
Freedom, Pennsylvania. 
WILLIAM F. MAXWELL 
Reserve Development Company, Tulsa, 
Oklahoma. 
W. HERBERT PALMER 
Lowe Paper Company, Ridgefield, New 
Jersey. 
CHRISTIAN H. RIEVERS 
Curtis Company, Inc., Clinton, Iowa. 
WALTER E. SCHOLES 
Rochester & Pittsburgh Coal Company, 
Indiana, Pennsylvania. 
MarTIN M. TVETER 
A Century of Progress, Chicago. 





CONTROLLER AVAILABLE 


Experienced in corporate control- 
lership, executive reports, financial 
accounting, manufacturing costs, 
budgets, taxes, collections and 
credits, installing systems and writ- 
ing clear instructions, co-ordinat- 
ing and organizing personnel; 
fifteen years’ experience in manu- 
facturing, five years importing and 
exporting, and three years in pub- 
lic accounting practice; university 
graduate, gentile, native Ameri- 
can, at present residing near New 
York. Address No. 52 Control- 
lers Institute of America, 1 East 
42d St., New York. 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


DETAILED PLAN FOR ORGANIZATION OF RESEARCH 
COUNCIL APPROVED BY NATIONAL DIRECTORS 


A detailed plan for organizing and for 
operating the Research Council of The 
Controllers Institute, formation of which 
was authorized by the National Board of 
Directors at its December, 1934, meeting, 
was presented to the National Board of 
Directors at its meeting of January 28, 
1935, and was approved. Henry D. 
Minich, who has accepted appointment as 


chairman of the Research Council, is to 
proceed at once to organize the Council 
in accordance with the plan approved by 
the National Board. 

Members of The Institute who are 
willing to serve as members of the Re- 
search Council are invited to communi- 
cate that fact to the executive offices. 
Details of the plan will be published 
later. 


COMPLICATED LAWS OF UNCERTAIN MEANING WEAK 
FEATURE OF FEDERAL TAX SYSTEM 


The Pittsburgh Control met January 
29, with Robert N. Miller, of Washing- 
ton, D. C., tax specialist and a former 
solicitor of Internal Revenue in the 
Treasury Department, as the speaker of 
the evening. He made the point that 
complicated tax laws of uncertain mean- 
ing represent one of the weak features 
of the present Federal tax system. 

Mr. Miller pointed to a legislative 
tendency, in recent income tax laws, to 
get away entirely from what is ordinarily 
thought of as net income, and to use 
instead a figure which is very much larger 
than net income, taxing this figure at 


rates so high that they would be safe 
only if applied to true net income. 

Business operation at a gross profit 
does not mean successful operation un- 
less the gross profit is big enough to 
absorb capital wastage and leaves some- 
thing over, he said. 

“A business is not really ‘making 
money’ until there has been taken out 
of its earnings a sufficient amount to 
keep its capital intact. If it is not mak- 
ing money, income taxes come out of 
capital. If it gradually loses its capital, 
its power to pay taxes and wages is 
impaired.” 


COPIES OF REPORTS TO STOCKHOLDERS WANTED 
BY INSTITUTE 


The Institute wishes to have, for study 
and for record, copies of financial reports 
issued by corporations to their stock- 
holders, and in accordance with action 
taken by the National Board of Directors, 
issues an invitation to members of The 
Institute, and to other controllers of 
corporations whose securities are widely 
held, to send two copies each of such 
financial reports to stockholders, to the 
Institute’s national office in New York. 


JANUARY MEETING OF 
CHICAGO CONTROL 


Members of the Chicago Control were 
invited by the Illinois Society of Certified 
Public Accountants to attend a meeting 
on January 18 which was addressed by 
George C. Matthews, a member of the 
Securities and Exchange Commission, 
who spoke on “The Securities Exchange 
Act of 1934.” 

Many members of the Chicago Control 
availed themselves of the opportunity to 
hear Commissioner Matthews describe 
the administration of the Securities Ex- 
change Act of 1934 in detail. 


Two Committees of The Institute, the 
Committee on Professional Standing and 
the Research Council, are interested in 
studying the form and content of financial 
reports made by corporations to their 
stockholders. 

It is requested that controllers who can 
conveniently do so, without violating 
the policies of their corporations, send 
copies of such reports to The Institute 
for the purpose indicated. 


PHILADELPHIA CONTROL 
ORGANIZING 


A meeting of the Committee on Or- 
ganization of the Philadelphia Control was 
held January 16, at the Penn Athletic 
Club, Philadelphia, and another meeting 
will be held February 6. The first general 
meeting of the Philadelphia Control will 
be held February 28, when J. Calvin 
Shumberger, president of The Controllers 
Institute of America, will be the speaker of 
the evening. 

The men named below are acting tem- 
porarily as officers and directors of The 
Philadelphia Control: President, Russell 
Van Horn, General Water Gas & Elec- 
tric Company; vice-president, George M. 
Arisman, Armstrong Cork Company; secre- 
tary, R. C. Casselberry, Sharp & Dohme, 
Inc.; treasurer, Lon D. Morgan, Schramm, 
Inc.; directors, C. R. C. Custer, The 
Autocar Company; V. L. Elliott, The 
Atlantic Refining Company; F. J. Fell, 
Jr., The Pennsylvania Railroad Company; 
W. C. Turner, The Curtis Publishing 
Company; and A. L. Corson, The United 
Gas Improvement Company. 


YEAR BOOK 
TO BE PUBLISHED SOON 


The National Board of Directors, at a 
meeting held November 19, authorized 
publication of the usual Year Book. This 
book will contain the reports made by Com- 
mittees and officers of The Institute at 
the Third Annual Meeting held in Septem- 
ber, 1934, together with a revised list of 
members and much of the informal dis- 
cussion of controllers’ problems which took 
place at the recent Annual Meeting. This 
will be the third book in a series. Copies 
of the 1932 and 1933 Year Books are still 
available, but the supply is limited. Many 
members of The Institute are planning to 
keep full sets of these Year Books on their 
shelves, as well as complete files of ‘The 
Controller.” 
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The Controller, February, 1935 


There is never ‘. 


an overproduction 


of brain-power! 


> >Too much rain—and it's drained 
off. Too much cotton—and it's plowed 
under. Too much pork—and pigs are 
killed. 
> >But—there is never an overpro- 
duction of brain-power! Brains make 
for progress and prosperity. There are 
two ways to increase brain-power: — 
1. tou employ additional brains, which is 
usually expensive; 2 to make the brains 
you have worth more. 

, > >Edison makes it 
easy for you to increase the value of the 
brains you already have—with Ediphone 
VoiceWriting! With Pro-technic Ediphone 
equipment there is no time-eating, ex- 
pensive waiting for secretarial service. 
Atany hour,andon any day, dictators turn 
to their Pro-technic Edichones, as easily 
as telephoning. They think once... write 
once...at once—and accomplish more, 
Brain-power increases—and profits, too! 

> >TELEPHONE THE EDIPHONE, 
YOUR CITY. Without obligation, an 
Edison man will call, and show you how 
Voice Writing can increcse the brain- 


power in ycur organization. 


hones Lina 


ORANGE N.J, U.S.A 


Ediphone 


THE COMPLETELY ENCLOSED DICTATING MACHINE 


APPLICATIONS PENDING 


Applications are pending for member- 
ship in The Institute from the men listed 
below: 

WINTHROP P. BAKER 
Fenner & Beane, New York City. 

E. W. BREWER 
Rockwood & Company, Brooklyn, New 
York. 

Louis E. DENSMORE 
Back Bay Electrotype Company, Boston, 
Massachusetts. 

EMILE DU BELIER 
Phillips-Jones Corporation, New York 
City. 

W. D. Epwarps 

A. B. Dick Company, Chicago, Illinois. 
F. J. Eu, ds. 

Pennsylvania Railroad Company, Phila- 

delphia, Pennsylvania. 

WALTER V. FLOOD 
Electric Auto-Lite Company, Toledo, 
Ohio. 

E. STEWART FREEMAN 
Dennison Manufacturing Company, Fram- 
ingham, Massachusetts. 

E. J. GRIFFITHS 
Duff-Norton Manufacturing Company, 
Pittsburgh, Pennsylvania. 

ELMER Harv 
Pennsylvania Railroad Company, Phila- 
delphia, Pennsylvania. 

JOHN N. LAMBERT 
Snider Packing Corporation, Rochester, 
New York. 

Ray A. LIKLEY 
Chickasaw Wood Products Company, 
Memphis, Tennessee. 

WILLIAM J. MAGEE 

Norton Company, Worcester, Massachu- 

setts. 

GeorGE D. E. MCANINCH 

Victor Manufacturing & Gasket Com- 

pany, Chicago, Illinois. 

THOMAS F, ROWE 
Associated Gas & Electric Company, 
Ithaca, New York. 

JOHN SANDERSON 

The Sperry Corporation, New York City. 
O. W. STRAUSS 

The Superheater Company, New York 

City. 

Ivor WAGNER 
Booth Fisheries Corporation, Chicago, 
Illinois. 


(Continued from page 38) 
in dealing with Form 10 and Form 
A-2 and the instruction book issued by 
the Commission. These questions were 
submitted to Judge Robert E. Healy, 
a member of the Commission, who has 
kindly consented to appear before us 
tonight and to answer them to the 


best of his ability. 





























Every evening at dinner and supper 


GAY NEW YORK APPLAUDS 


ARTISTS FROM PARIS, MONTE CARLO, BARCELONA 
in the beautiful 


CASINO MONTCLAIR 


FELIX FERDINANDO 
& His Orchestra 


LEOTA LANE - ROSITA ORTEGA - FRANCO & FRANCINE 


and others 
2 
No Cover Charge at Any Time. Dinner $1.50. Special Supper $1. 


HOTEL MONTCLAIR 


Lexington Avenue at 49th Street 


| IN THE NEW SMART CENTER OF NEW YORK 
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EXTRA COPIES OF THESE MOST TIMELY, 





| It is suggested that readers provide themselves with extra 
| copies of these most timely issues of “THE CONTROLLER. 


| . 
January, 1935: With its discussion by February, 1935: This current num- March, 1935: Thirteen additional per 


Mr. J. M. B. Hoxsey, of the New ber, with its valuable and timely re- tinent questions. asked by men in the 
York Stock Exchange, of how to con- port of the answers given by Honor audience of controllers addressed by 
form with the Securities Exchange able Ropert E. Hearty, member of COMMISSIONER HEALY, will be an 
Act of 1934: and an article by Arthut the Securities and Exchange Commis swered in the March number. 
Andersen, of Chicago, drawing the sion, to thirty-four questions, care 

line between the duties of the treas- fully prepared by controllers; and 

urer and the duties of the controller. the other timely articles. 





| Working copies, copies for members of your staffs, for friends 
| —will be needed. The valuable material presented in these 


numbers wll be subjects for study for months to come. 


Single Copies, 50 cents Order Yours Now 
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One East Forty-Second Street New York City 
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Automatically, the white and red flashes of the aero- 
plane beacon sweep the sky. A positive guide to 
watchful pilots, it functions accurately 
dependably . 


The pilots of business, likewise, are looking to auto- 
matic control methods for successful management. 
Facts and figures must be obtained with accuracy 
and greatest possible speed. For these reasons 
International Electric Accounting and Tabulating 
Machines are recognized the world over as essential 
in the conduct of modern business. 


Through the medium of punched tabulating cards, 
these machines automatically provide complete, 
printed reports concerning any phase or branch of 
business—at any time. They furnish accurate, de- 
tailed accounting reports and statistical records. 


INTERNATIONAL BUSINESS 


PAINTS 
bie 


MANAGEMENT 


} cpp tion 


They supply facts covering past performance and 
present status, thereby offering management a reli- 
able guide for future operations. 


Business executives seeking more efficient methods 
of management and closer supervision of all ac- 
counting procedures should investigate the advan- 
tages which International Business Machines and 
methods now offer. Today these machines are sav- 
ing money, minutes and material for business and 
government in seventy-nine different countries. 


International Business Machines include International 
Accounting and Tabulating Machines, International 
Time Recorders and Electric Time Systems, Interna- 
tional Industrial Scales, Electromatic (All-Electric) Type- 
writers and IBM Proof Machines for banks. Write for 
booklet. 


MACHINES CORPORATION 


& ‘ 


Sew atichs 


GENERAL OFFICES: 270 BROADWAY, NEW YORK, N. Y. 


BRANCH OFFICES IN ALL PRINCIPAL CITIES OF THE WORLD 














